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|| GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 














































































































































































— elective program covering a wide range of accounting and allied subjects. 
A thorough foundation in Accounting Elements then selects from the electives* shown on the 
— and General Accounting is acquired through com- chart those leading to his immediate job- 
1) pletion of the first 40 assignments. The student objective. 
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*An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 


Thus the IAS elective program enables the stu- Graduate, the IAS student can broaden his 

dent to progress directly to his specific goal. knowledge of accounting and management 
: Then, through the Life Scholarship Privilege through study of any, or all, of the other elec- 
1 earned by each Diploma Course (90 assignments) _ tives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 





INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
Al Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD « CHICAGO 6, ILLINOIS 
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These new Burroughs Calculators are made to be seen and not heard! 
They're as silent as they're sleek, yet their beauty is far from skin deep. 
They are amazingly accurate, efficient, economiciil and easy to operate! 
There's a Burroughs for every need in the new Series C. Phone 
our nearest branch office. Burroughs Corporation, Detroit 32, Michigan 
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THIS FIXED CALENDAR BUSINESS 


The World Calendar Association has 
branches all over the world. The World 
Calendar has been endorsed by extremely 
prominent individuals and organizations 
and resolutions looking to its adoption 
have been introduced in the Congress of 
the United States and in the Economic 
and Social Council (ECSOC) of the 
United Nations. 

World Calendar advocates claim that 
the movement for the 13-Month Calen- 
dar is dead. If so, it is a pretty lively 
corpse. 

The 13-Month Calendar was one of the 
chief interests of the late George East- 
man and he put a great deal of money into 
it. Since his death it has been somewhat 


Editors, THE CONTROLLER: 

It seems in order that a very definite 
and explicit statement be made about this 
business of a fixed calendar. This is it. 

For many years proposals have been 
made for streamlining our present Gre- 
gorian calendar or arranging a different 
kind of calendar that would be simpler 
and more efficient. Of the many plans 
suggested from time to time, two have 
emerged as competitors for general favor. 
These are the World Calendar and the 
13-Month Calendar. Those two plans are 
now discussed. So that we may see exactly 
what we are talking about, the two are 
illustrated below. 


Each quarter in the World Calendar is like this: 
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dormant, simply for the reason that it 
did not have a sponsor with his interest 
and his fortune. If anyone takes exception 
to that statement, let him suggest what 
would be the present status of the World 
Calendar Association without the interest 
and the fortune of one person, its presi- 
dent, Miss Elisabeth Achelis. If there are 
any others who contribute to it financially, 
the fact has not been publicized. 


The illustrations are typical except that 
in both calendars adjustment must be 
made for the 365th day in every year and 
the 366th day in leap years. These adjust- 
ments will be discussed later. 

The World Calendar is sponsored and 
promoted by the World Calendar Asso- 
ciation, 630 Fifth Avenue, New York 20, 
N. Y. The Association publishes quar- 
terly a very attractive and interesting mag- 
azine, the Journal of Calendar Reform. 
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Now some comparisons of the two cal- 
endars. 

In both calendars every year is like 
every other year (except for the extra day 
in leap years). With either calendar 4 
school administration, for instance, could 
make up its schedule for the year once for 
all and forget it, because the significant 
school dates—opening, holidays, com. 
mencement, etc., could be on the same 
dates and the same days of the week, year 
after year. 

In both calendars special adjustment 
must be made for the 365th day in every 
year and the extra day in leap years. 

In both calendars the date of Easter 
would be stabilized; probably on the 
99th day of the year, which is April 8th 
in the World Calendar and April 15th in 
the 13-Month Calendar. Consequently all 
other days that are figured from the date 
of Easter in the Church Calendar would 
also be stabilized. 

We will now discuss the ways in which 
the two calendar plans differ radically 
from each other—and first we will ex. 
plode some of the claims made for the 
World Calendar in the Journal of Calen- 
dar Reform. 

Following is a quotation from the in- 
side front cover of the September 1955 
issue. The letters in parentheses at the left 
and the underscoring were added by this 
writer for ease of reference: 


“In 
(a) 
(b) 


this improved calendar: 
Every year is the same. 


The quarters are equal: each 
quarter has exactly 91 days, 13 
weeks or three months; the four 
quarters are identical in form. 
Each month has 26 weekdays, plus 
Sundays. 


(c) 





(d) Each year begins on Sunday, | Jan- 
uary; each working year begins on 


Monday, 2 January. 








(e) 


Each quarter begins on Sunday, 
ends on Saturday. 


The calendar is stabilized and per- 
petual, by ending the year with a 
365th day that follows 30 December 
each year, called Worldsday dated 
“W” or 31 December, a year-end 


world holiday. A leap year day is 


similarly added at the end of the 
second quarter, called Leapyear 
Day, dated “W” or 31 June, another 


world holiday in leap years.” 


(f) 








Perhaps the most fantastic statements 
in the above, and in editorials and articles 
in the Journal of Calendar Reform, ate 
those about Sundays—and Worldsday— 
and Leapyear Day—and what’s going to 
happen on those days. 





“Each month has 26 weekdays, plus Sun- 
days.” (c) above. 

“. . . each working year begins on Mon- 
day. . . .” (d) above. 


(Continued on page 150) 
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Two daffodils weigh about two ounces. 
They dramatize this fact: It takes less 
weight than this to depress one key of 
the new Royal Electric. It takes only 3 
ounces to depress the carriage return key. 

It all adds up to this interesting fact: 
It is thirteen times easier to do these jobs 
on the new Royal Electric than on a 
non-electric typewriter. 


= | More work per typist promised by daffodils 


This means more work per typist . . . 
more work she'll like doing, too. And 
better-looking work. 

You and your Royal Representative 
can talk over typists’ salaries . . . days 
worked per year . . . hours typed per day 
...and production rates—and from these 
figures determine the expected savings 
from installing new Royal Electrics. 


UYAL electric 


standard + portable «+ Roytype” business supplies 





Royal Typewriter Company, Division of Royal McBee Corporation 


149 

















tc COST OF CAPITAL 


by Wesley S. Bagby 


by Don J. Summa 


by Jules A. Schwertz 








And there are frequent references to 
“26 working days’ in each month. This 
means that, though four months have 31 
days and eight months have 30 days, they 
are really the same length because the 
31-day months have five Sundays and the 
30-day months have four Sundays—and 
Sundays don’t count—and 31 minus 5 is 
equal to 30 minus 4—and both leave 26 
“working days’—and .. . it’s wonder- 
ful. 

And the 365th day—Worldsday—and 
the 366th day—Leapyear Day—they are 
going to be world holidays, ‘devoted to 
peace.” 

Really flabbergasting to a person with 
a careful, logical, analytical mind are state- 
ments about the inconsequence of Sun- 
days and what’s going to happen on 
Worldsday and Leapyear Day—like this: 

“With the World Calendar a holiday is 
slipped in between the end of the year 
and the beginning of the new year 
guaranteeing a three-day New Year's 
weekend every year. This holiday, 
known as Worldsday, “W” day, has no 
business significance.” 


Well, and Leapyear Day, slipped be- 
tween the end of June and the beginning 
of July in leap years, is the same kind. of 
holiday as Worldsday and also, of course, 


Forthcoming Seatures 


IN THE CONTROLLER 


A companion report to “How a Corporation Raises Capital’ 
prepared by the Finance Management Committee of the New 
York City Control of Controllers Institute of America 


%& DECIDING UPON AN ELECTRONIC 
DATA-PROCESSING SYSTEM 


%& CONSOLIDATED RETURNS—SOME PROS AND CONS 


%& ESTABLISHING POLICY FOR FINANCIAL COPY 








would have no business significance. And 

the 52 Sundays, not being working days, 

obviously would likewise have no business 
significance. 

Now we've heard everything. So far as 
business is concerned Sundays are out, 
Worldsday is out, Leapyear Day is out. On 
those days all of us will go fishing—or 
stay at home and twiddle our thumbs. 
Trains will stop on the tracks. Ships will 
stop on the sea. Planes will stop in the 
air—or be grounded. Bank interest will 
stop. If Sunday or Worldsday or Leapyear 
Day come in the middle of something 
like the Battle of the Bulge, the shooting 
will stop. Because, you see, these are not 
working days and they have no business 
significance. 

The real truth of the matter is this: 

1. Sunday is just as important, and to 
thousands of people and organizations 
is just as busy a day, as any other day 
of the week. Some of us may change 
the form of our activities, but we do 
not go into a coma. It is simply absurd 
to assume, as the World Calendar As- 
sociation does assume, that Sunday is 
such an idle day, and so unimportant, 
that it need not be included when 
counting the working days in the year. 

2. If, through some series of awful trage- 
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dies, the World Calendar should be 
adopted, the 365th day will simply be 
the 31st day of December, but without 
a week-day name because the previous 
day was Saturday and the next day will 
be Sunday, the first day of January in 
the new year. 

On that 365th day, December 31, busj. 
ness will go on very much as usual, 
Some organizations, if they want to, 
will take holiday, but neither Miss 
Achelis nor anybody else can figure 
out a scheme that will make every- 
body sit still and do nothing, so that 
the day will have no business signif. 
cance. That kind of thing just can't 
happen in our kind of world. 

3. If, through some happy series of events, 
the 13-Month Calendar should be 
adopted, then the 365th day of the 
year will be the 29th of December but 
without a week-day name because the 
previous day, the 28th of December, 
was Saturday and the next day will be 
Sunday the first day of January in the 
new year. 


In either plan for a fixed calendar, 
business records will have to be adjusted 
for that one day just because December 
will have one more day than any other 
month in the year. 


The Extra Leap Year Day 


In any calendar there is an extra day in 
leap year. In our Gregorian calendar it is 
the 29th of February. In the World Cal- 
endar it is between the end of June and 
the first of July. Really it will simply be 
the 31st of June, without a week-day 
name—and the world will go right on. 

A simpler plan would be to put Leap- 
year Day at the very end of the year and 
not break the continuity of the months in 
the middle of the year. Thus Leapyear Day 
would be December 32 in the World Cal- 
endar, December 30 in the 13-Month 
Calendar, and there would be just one 
adjustment for two days together without 
week-day names. 


Equal Months 


Just for discussion, let’s assume that the 
World Calendar Association is right in its 
contention that all the months are equal 
because those with 31 days have five Sun- 
days and those with 30 days have four 
Sundays and all of them have 26 working 
days and.... 

They forget entirely that some months 
have five Mondays and some have four 
Mondays. And the same is true for Tues- 
day, Wednesday, Thursday, Friday and 
Saturday. And if a school takes holiday 
on Saturday it will have 21 study days 
(26-5) in some months and 22 study 
days (26-4) in other months in the World 
Calendar. And it works the same way for 
a business that takes holiday on Saturday 
or any other day in the week. 
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So—that boasted equality of months in 
the World Calendar is all a myth-take. 


Astronomy and the Calendar 

The Journal of Calendar Reform makes 
a great to-do over the approval of the 
World Calendar by a number of astron- 
omers—especially Sir Harold Spencer 
Jones, Astronomer Royal of England. 

The real truth is that the science of 
astronomy is not involved in the compari- 
son of the two plans for a fixed calendar. 
Years ago the astronomers told us that 
the length of a year is 365 days, 5 hours, 
48 minutes and 45.51 seconds; or, deci- 
mally, 365.2421934 days. In neither of 
the two fixed calendar plans is that length 
of a year changed by a fraction of a second. 
The two plans only propose to change the 
grouping and naming of those days. And 
for this the opinion of an astronomer has 
the same value as that of a professor of 
Greek or perhaps any mathematician of 
average ability. 

Quite conveniently the World Calendar 
Association forgets that, in an excellent 
article in its June 1938 issue, the same 
Sir Harold Spencer Jones said: 


“Proposals for the reform of the calen- 
dar do not affect the year, as determined 
by the Gregorian calendar. They are 
designed to remedy some of the incon- 
veniences of the present division of the 
year into months and weeks. 

“It is as a citizen and not as an astrono- 
mer that I am interested in this reform.” 


(Underscoring by the writer) 


Well, for astronomy and the calendar, 
that’s that. 

The World Calendar people suggest 
that the 13-Month Calendar would not 
appeal to superstitious people because the 
13th day is Friday in every month. Well, 
the 13th is Friday in four months in the 
World Calendar too, but that doesn’t 
seem to worry them. Of course the ‘13” 
superstition is a silly idea anyway. 

In the World Calendar there are three 
different kinds of months and they are 
unequal in length. Four begin on Sunday 
and end on Tuesday. Four begin on 
Wednesday and end on Thursday. Four 
begin on Friday and end on Saturday. No 
uniformity whatever in adjacent months. 
No proper basis for comparisons. 

In the 13-Month Calendar the months 
are all alike. Every month begins on Sun- 
day and ends on Saturday—except for the 
one or two days at the end of December. 

The principle of the 13-Month Calen- 
dar is so perfectly good that hundreds— 
probably thousands by now—of business 
organizations in the United States base 
their internal accounting on a 13-period 
year. 

The World Calendar advocates are dis- 
turbed over the fact that our State Depart- 
ment has turned thumbs down on the 
whole fixed calendar question, for the 
present at least. In so far as its action re- 
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lates to the World Calendar, the State 
Department is right—and the world is 
fortunate. 


THOMAS A. SCOTT 

Treasurer 

Diocese of Southwestern Virginia 
Roanoke, Va. 


VARIABLE COSTS 


Editors, THE CONTROLLER: 

I have read with interest Norton M. 
Bedford’s article ‘‘Practical Limitations in 
the Use of Variable Costs for Planning,” 
which appeared in the May 1955 issue of 
your magazine. 

I would appreciate permission to repro- 
duce this article and to pass same on to 
some of my colleagues who I am sure will 
find the subject of particular interest. 


F. A. LUCKETT 

General Statistician 
Southern Railway Company 
Washington, D. C. 


GAO. APPOINTMENTS 


Editors, THE CONTROLLER: 

The enclosed recruitment brochure ex- 
plains the accounting and auditing func- 
tions of the General Accounting Office 
and the professional and career appoint- 


ments available with the Comptroller Gen- 
eral for accountants at all levels of experi- 
ence who are able to satisfy our high 
standards. 

We shall appreciate any assistance you 
can give us through your publication, or 
otherwise, to bring these worthwhile po- 
sitions to the attention of your member- 
ship. 

We have open continuing examinations 
based upon the filing of applications for 
these positions. A written examination is 
not required. 


KARNEY A. BRASFIELD 

Assistant to the 
Comptroller General 

Washington, D. C. 


A short item about career appointments 
of the Comptroller General appears on page 
193 of this issue. 

—The Editors 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 














CHICAGO 





j 
xo 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
* LOS ANGELES 











15] 











P< 


7) When You Need A Bond 


for your business abroad... 





Your best choice is the American Foreign Insurance Association, 
Then you are assured... 


Y the capacity of AFIA’s 24 capital stock 
insurance member companies including 
the largest and strongest in the U.S.A. 


V world-wide facilities through its more 
than 500 branch offices and agencies 
located in foreign countries. 


V the know-how of decades of experience 
and continuing knowledge of bonding 
and insurance requirements in ll 
countries. 


AFIA is prepared to give advice to contrac- 
tors, manufacturers, builders and all other 
types of American business with interests 
abroad, on 


CONTRACTOR’S BID AND 
PERFORMANCE BONDS 


FIDELITY BONDS 
FIDUCIARY BONDS 
OTHER SURETY BONDS 





Your Specific Bonding Needs 








AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e New York 38, New York 
CHICAGO OFFICE . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 


DALLAS OFFICE ...... Mercantile Bank Building, 106 So. Ervay Street, Dallas 1, Texas 
LOS ANGELES OFFICE 00. 3.6 6a es 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO GEFIGE .. 2k 6 ass. ces ee 98 Post Street, San Francisco 4, California 


WASHINGTON OFFICE . . Woodward Building, 733 15th Street, N.W., Washington 5, D.C. 








An association of 24 American capital stock fire, marine and casualty 
insurance companies providing insurance protection in foreign lands _ 
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The “Failure” of Economists 

Have the economists failed the businessmen? In a diag- 
nostic study of ‘“The Failures of Economics’’ recently pub- 
lished by Harvard University Press, Dr. Sidney Schoeffler, 
associate professor of economics at the University of Massa- 
chusetts, lists the chief problems of economists as an inability 
to make dependable predictions and an inability to make 
effective policy recommendations. 

These failures, in Dr. Schoeffler’s opinion, are a conse- 
quence of the fact that the economist lacks his own special 
tools of thought to employ in his field of investigation. In 
his book, he suggested a new approach to economics analysis 
because economists have borrowed rather indiscriminately 
from various fields. As he sees it, for example, the economists 
have taken their mathematics and deductive techniques from 
physics, their statistics from genetics and agronomy, their 
systems of classification from chemistry, their model con- 
struction techniques from astronomy and mechanics, and 
their methods of analysis of the consequences of actions from 
engineering. 

That compilation of “sources,” if Dr. Schoeffler is correct, 
can readily explain the frequent lack of understanding of the 
work of many economists. 


Understanding Surplus 

Ever since a subcommittee of the American Institute of 
Accountants issued an accounting research bulletin, several 
years ago, which recommended that the term “‘surplus’’ be 
discontinued in corporate reports, there has been a continu- 
ing search for what one writer termed ‘“‘a clear, unambigu- 
ous, unequivocal replacement for the term.” A recent study 
of Legal Decisions on the Accounting for Corporate Surplus, 
prepared by Sidney I. Simon, assistant professor of account- 
ing, Rutgers University, for The Accounting Review, raises 
the question whether court decisions reflect an understand- 
ing of the accountant’ s concept of surplus. 

After studying a significant number of cases, Mr. Simon 
states that ‘‘however laudable might be the campaign to sub- 
stitute other terms for the accounting title ‘surplus,’ it cannot 
truly be justified by the assertion that the word is misunder- 
stood by the courts, or has a different meaning in the law 


from what it has in accounting. That the courts should com- 
prehend the significance of ‘surplus’ in corporation account- 
ing is only natural, since the corporation itself is a creature 
of the law. Many states have even gone so far as to define by 
statute how a corporation shall set up its surplus accounts. 
Both the lawyer and accountant thereby understand this 
technical term and, by and large, have the same conception 
of its meaning.” 


Rethinking Retirement 

A Cornell University study, which has been under way 
since 1952, brings forth the pleasant news that three fourths 
of some 700 recently retired men have indicated that they 
are satisfied with their new way of life and are generally in 
good health. Commenting on this survey, Scientific Ameri- 
can pointed out that most of the men had looked forward to” 
retirement and all but one sixth of these have enjoyed it. 
Two thirds of those who did not like the idea of retirement 
(when they filled out the first questionnaire) are reported 
content to have stopped working. 

The study was started in 1952 when 2,000 men, approxi- 
mately 65 years of age, answered questions about their plans 
for the future. Two years later those who had retired were 
asked how they had adjusted to their new living patterns. 
The greatest degree of contentment was noted among those 
who were financially secure and had made plans for the fu- 
ture. 

A growing number of companies have explored the possi- 
bility of pre-retirement counseling and several companies 
have adopted such programs. According to the National Re- 
tirement Planning Council, however, only 13 per cent of 
companies with pension plans have a formal pre-retirement 
program including counseling. In some instances, it is noted, 
the main reliance is on an outside specialist. 

One company brings together small groups of ten or fif- 
teen employes whose retirement is a year or so away. Several 
meetings are scheduled with this group at intervals of about 
four days, with each meeting lasting about an hour. The aim 
is to vary the focus on the problems of retirement, to encour- 
age concrete action on plans before actual retirement, and 
to stimulate organized thinking about suitable interests and 
activities after retirement. 

A recent report in Industrial Relations News indicated 
that within the next decade our economy will be “carrying 
more unproductive older people than in any period in the 
country’s history.” Compulsory retirement at age 65 is being 
reconsidered by some companies because of the loss of highly 
experienced and capable workers at a time when the labor 
market is tight. According to a recent analysis of policies of 
approximately 300 firms employing over four million per- 
sons, about 25 per cent permit employes to work as long as 
possible instead of requiring retirement at a standard age. 

The editors of THE CONTROLLER will welcome com- 
ments from our readers regarding company thinking or poli- 
cies concerning this important problem. 

—PAUL HAASE 
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Your top management wants 
data processing information... here’s how you can help! 


Whether or not your company shares 
in the benefits of electronic data proc- 
essing may well depend upon you. 

As you know, there should be no 
“snap judgments” on electronics. It 
takes careful study. But, this effort to 
gather the facts, re-examine procedures 
and review management requirements 
can prove extremely rewarding. The 
individual nature of your business de- 
mands that management know exactly 
when, where and how electronic data 


*During 1955, IBM announced a major data processing improvement every two weeks. 


processing can fit your special needs. 
Whether or not your company decides 
for electronics, this re-examination of 
systems and procedures yields vital 
econemies. The important point is that 
you start now so that these electronic 
economies are yours sooner. 

217 IBM electronic data processing 
machines are already on the job in 
virtually every type of data processing 
application. Each working day, one or 
more of these electronic machines are 


being delivered to businesses — large 
and small. You can be sure, therefore, 
that in this rapidly growing field, IBM 
has the experience and know-how you 
can depend upon. What's more, newer 
IBM developments* will assure your 
staying out in front. 

For the down-to-earth facts about 
electronics for business, talk to your 
local representative or write: Interna- 
tional Business Machines Corporation, 
590 Madison Ave., New York 22, N. Y. 


DATA 
PROCESSING 
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Investors Mutual, Ine, 


How a Corporation Raises Capital 


A Report Prepared by the Finance Management Committee, 


New York City Control, Controllers Institute of America 


During the past two years, the Finance Management 
Committee of the New York City Control of Controllers 
Institute has examined the subject of long-term corporate 
fmancing. We have concluded, after committee discussions 
and listening to financial authorities, that it would serve a 
useful purpose to make the Committee's accumulated in- 
formation available to other members of Controllers Insti- 
tute. We have attempted, on the following pages, to outline 
the main approaches to raising capital, but have omitted any 
reference to cost of capital because of the length it would 
add to this report. A separate article is being prepared which 
will be published in the May issue of THE CONTROLLER. 


Wis A COMPANY DECIDES to acquire 
long-term funds, it may choose be- 
tween the debt or equity route, although 
the sale-and-leaseback arrangement is also 
employed. Following are eight methods of 
financing, with several pertinent comments 
on each. The Committee recognizes that 
these eight topics and the remarks relating 
to them could become the subject of an- 
other report. For this reason, we are not 
attempting to explore any of them in 
detail, but are merely referring to them 
in general terms. One of our members is 
presently working on a comprehensive 
discussion of each of these methods. 


1. Long-Term, Fixed-Interest Debt 
a. Provides a longer period for repay- 
ment. 
b. Interest rate increases with longer 
repayment. 


2. Term Bank Loan 


Carries a shorter maturity and this 
can lead to difficulties unless repay- 
ment ability is well assured. 


3. Subordinated Debt 


Represents a junior debt financing 
which does not reduce senior bor- 
rowing capacity. 


4. Convertible Debt 

a. If operating results improve, it be- 
comes a means of selling common 
stock above the market at a later 
date. To illustrate, if a company 
plans to raise $10 million through 
the sale of common stock, at the 
market price of $40.00 per share, it 
would be necessary to issue 250,000 
shares. If the $10 million could be 
raised by the sale of debentures, 
convertible into common stock at 
$50.00 per share ($10.00 above the 
market price), only 200,000 shares 
would have to be issued upon full 
conversion. 

b. The convertible feature is attractive 
to many investors and enables the 
securities to be sold at a lower in- 
terest rate. 

c. Defers dilution of common. 


5. Convertible Preferred 
a. Has the same advantages as con- 
vertible debt (except tax deductibil- 
ity) and may be used when the sale 
of convertible debt would reach un- 
reasonable ratios. 
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b. Defers dilution of common. 


6. Straight Preferred 


a. Appeals to a limited number of in- 
vestors, so that timing and attractive 
terms are most important. 

b. Avoids dilution of common and 
creates advantageous leverage. 


7. Common Stock 


a. Brings in new stockholders. 

b. Results in a dilution of equity for 
those stockholders who are unable 
or unwilling to subscribe to their 
proportionate shares. 

c. Market conditions must be right for 
an advantageous sale. 


8. Leaseback 
a. Avoids raising additional capital, 
which is important when the debt 
ratio is large. 
b. It creates a fixed charge. 


There are several advantages and disad- 
vantages common to certain of the fore- 
going which have not been repeated. 
These include tax deductibility for debt in- 
terest, and the exemption from registration 
requirements in the case of bank loans 
and private placements. 


PRELIMINARY FORECASTS 


Prior to a discussion with either an in- 
vestment firm or insurance company, it 1s 
suggested that a historical compilation of 
balance sheets and profit and loss state- 
ments be made. These will indicate trends 
and significant ratios over the past five, 
ten or fifteen years, depending upon what 
is reasonable and appropriate for the com- 
pany involved. To this statistical report 
should be added a forecast balance sheet 
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and P & L statement, cash requirements 
and fixed asset projections, for the next 
one, two, five or ten years, again contin- 
gent upon the circumstances. 

We must assume that the company has 
a budget program; it is not the purpose of 
this discussion to offer advice on how to 
install the mechanics of forecasting. Suffice 
to say the budget section, usually under the 
controller, will approach the problem of 
how much cash will be required during 
the budgetary period for: 


1. Working capital 


2. Expansion of existing plant facilities, 
or for launching new products or the 
acquisition of other enterprises as go- 
ing concerns 


3. Normal replacements of property 
4. Debt retirement 


5. Amounts that will be available from 

internal cash funds, such as: 

a. Depreciation expense 

b. Provision. for deferred taxes (in 
cases where reductions in taxes from 
accelerated amortization of emer- 
gency facilities are being offset by 
such charges) 

c. Retained earnings 


Retained earnings are, of course, re- 
lated to dividend policy, since the larger 
the dividend payout, the smaller will be 
the amount of retained earnings. 

The forecast of cash requirements 
should indicate the probable eftect of the 
immediate success or slow acceptance of a 
new product, the impact of more strenuous 
price competition on established lines, the 
management's plans in the event of a re- 
cession or continued prosperity, etc. These 








alternatives can be expressed in a three- 
way high-medium-low forecast or in an 
explanatory text. 

After applying internal funds, consider- 
ation must then be given to raising any 
balance of the cash requirements by the 
sale of some form of securities. 

No established formula is available to 
determine the proportions of debt and 
equity for a given industry or company at 
a specified time. Actually, the capital struc- 
ture of any company should be considered 
as something “dynamic” rather than 
“static’ and the proportion of debt and 
equity should be considered in terms of an 
average over a number of years rather than 
at a given instant. 

The first indication that something is 
wrong with a capital structure is often an 
excess of short-term borrowing. When 
short-term borrowing is pushed to the 
credit limit of a company, the next step 
that may follow is an excess of long-term 
borrowing. The result is usually an un- 
wieldy capital structure. 

A stable business can safely enjoy a 
higher debt ratio than a less stable busi- 
ness. The electric utility business is prob- 
ably the most stable in our economy today. 
Electric companies frequently have 40% 
to 50% debt, 10% to 20% preferred stock 
and the balance in common stock. Indus- 
trial companies have no such degree of 
uniformity of capitalization ratios. 

Since industrial companies are more sus- 
ceptible to cyclical swings, however, their 
debt ratio is generally much lower than 
electric utilities. Common stock financing 
is “safer” than debt financing because in 
periods of economic adversity, cash divi- 
dends may be reduced or omitted, whereas 
interest, sinking fund payments and ma- 
turities on debt have to be met to avoid a 
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default on the obligation. It is axiomatic, 
therefore, that the more speculative enter. 
prises should have a lower debt ratio than 
companies which possess the character. 
istics of stability or growth. A low debt 
ratio should also prevail in the early years 
of operation when the risk is greatest. In 
actual practice, it is frequently found that 
speculative ventures very often have too 
high a debt ratio and stable, growing com. 
panies have too low a debt ratio. A rough 
rule of thumb employed by many security 
analysts is that debt for an industrial com. 
pany should not exceed one-third of total 
capital. 

When management agrees upon the 
specific amount of capital required, three 
courses of action are possible: 


1. Secure only the amount required; 


2. Secure an amount over and above the 
amount required, provided; 
a. The stock market is favorable, or, 
b. Interest rates are trending upward 
and it appears they will continue to 
rise; and 


3. Defer any amounts above the barest 
minimum until more favorable condi- 
tions appear. 


In any event, it is considered unwise to 
raise funds frequently in small amounts. 
The experts with whom we talked felt it 
best to procure more than is required by 
issuing stock under favorable conditions 
rather than be forced to float another issue 
or raise funds in another manner within a 
relatively short period of time. 


PREPARING FOR A PUBLIC OFFERING 
In order to approach the problem of 
financing in the simplest manner, a gen- 
eral outline is presented as a guide to 
companies planning a public offering of 
securities. Many of the same steps would 
be followed if a firm decided to borrow 
directly from an insurance company on 4 
long-term basis, athough under these 
circumstances, no registration statement 
is required. However, since there are 
several additional steps involved in 4 
public offering, we decided to use it as 
an example. It is also recognized that 
different companies would encounter 
special problems but we feel that the fol- 
lowing information can serve as a guide 
for the controller or financial officer. 
When management decides to have 4 
public offering of securities, several 
copies of Form S-1 should be obtained 
from the Securities and Exchange Com- 
mission. These are available from local 
offices or in Washington. If it is felt that 
a more complete understanding of Form 
S-1 is important, Commerce Clearing 
House has a section, “How to Answef 
Form S-1,” in Volume I of the CCH 
Federal Securities Law Reporter. This 
volume is not available separately, but 
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can be obtained through a one-year sub- 
scription to the CCH Reporter, or may be 
found at the public library. After re- 
viewing the information required by the 
SEC, a meeting should be called and the 
work assigned to the individuals who 
will develop the data. At the same time, 
it is suggested that several recent pro- 
spectuses of companies in the same field 
be reviewed. 

If the controller or treasurer has 
charge of the financing arrangements, 
under the guidance of the president, he 
should review the following points with 
the secretary or with the company’s 
counsel. 


1. Stockholders’ authorization may be 
required for funded debt or stock is- 
suance. 

. Negotiations relating to mergers or 
acquisitions should be brought to a 
conclusion. 

3. Tax disputes should be resolved to 
avoid a disclosure which might ad- 
versely affect a tax settlement. 

4. Important or unusual litigation 
which would have to be disclosed in 
a registration statement should be 
concluded, if possible. 

5. Applicable stock exchange regula- 
tions should be examined, where the 
stock is listed or listing is under con- 
sideration. 


bdo 


The company’s law department will 
play a vital and continuing role in any 
new financing. It is important that man- 
agement decide whether the company’s 
lawyers, the company’s counsel or the 
underwriter’s legal staff will prepare the 
documents. It is not required that the 
attorneys representing the company be 
securities specialists; the degree of se- 
curities background they have will de- 
termine the amount of work they will 
do and the size of the fee paid for work 
performed by other lawyers. All that is 
essential is that one set of legal talent 
have substantial securities registration 
experience. 

The controller, treasurer, or financial 
vice president, in addition to supervis- 
ing the preparation of the historical 
data, the forecasts, and the cost of capi- 
tal data, will be responsible for contact- 
ing the firm’s independent public ac- 
countants. Discussions relative to SEC 
tequirements should cover the follow- 
ing points: 


1. How long will it take to classify the 
last audited figures on an SEC basis, 
or to do an interim audit? It is essen- 
tial that interim figures be .compa- 
table with those in the last published 
report. What will this work cost? In 
some instances, the SEC may allow 
the company to omit such difficult 
interim items as foreign subsidiaries’ 
figures, particularly if they are an in- 
significant part of the company total. 





CORPORATE FINANCIAL STRUCTURE CHANGES 


More than 2,400 American corporations changed their 
capital structures last year, according to Commerce Clearing 
House. This was one third more than the number that re- 
vamped their financial composition in 1954, and two and 
one-half times the number that made such changes in 1950. 
The 1955 changes were far ahead because of stock splits, the 
issuance of stock rights, refinancing of both stocks and bonds, 
mergers, preferred stock redemptions and prepayment of 


bond redemptions. 





In case of an interim audit, or the 
inclusion in the registration _ state- 
ment of unaudited interim figures, 
care should be taken to avoid interim 
periods when earnings are distorted 
by seasonal fluctuations. 

. Would the auditors be willing to 
help prepare, if not audit, the interim 
figures ? 

3. Are there any accounting problems 

which might require a preliminary 
discussion with the SEC? 


No 


RELATIONS WITH UNDERWRITERS 

When all the internal preparatory 
work has been reviewed and assign- 
ments clarified, the time has arrived for 
selection of the underwriters. Admit- 
tedly, this is difficult and no set of rules 
can be devised which will produce the 
best. However, it is possible to obtain 
the names of those who have handled 
similar transactions satisfactorily in the 
past. A word of warning is perhaps ap- 
propriate at this juncture: “Do not ‘shop 
around for the best deal’ among a num- 
ber of underwriters.’”” Such a procedure 
may not only result in a “hands off’ 
policy by all investment firms, but it is 
impossible to accurately estimate the 
market for your stock at a time so far 
removed from the offering date. Also, a 
firm which may make the most attractive 
offer may be unable to provide the best 
service. Probably the most practical ap- 
proach would be to contact the com- 
pany’s public accountants, legal counsel, 
or perhaps other companies in your in- 
dustry who have recently acquired long- 
term funds. 

One firm may be designated as man- 
ager or joint managers may be selected. 
The managing underwriter or under- 
writers will be responsible for forming 
the underwriting group to carry out the 
financing on a mutually satisfactory 
basis. A list of the proposed under- 


THE CONTROLLER...........-.. 





writers will usually be submitted to the 
company for approval. The company’s 
representatives will deal only with the 
manager, or managers, although the num- 
ber of participating firms may vary from 
ten to several hundred. 

Generally when it becomes known 
that a company is raising new capital, 
underwriting firms will call to ask for a 
share of the business. It is considered 
unwise to make any specific promises 
other than that the underwriter’s name 
will be submitted to the managing 
underwriter for consideration. 

Shortly after negotiations commence, 
the managing underwriter should indi- 
cate the alternative deals which can be 
made and why. One of the first steps will 
be a comparison with similar issues, giv- 
ing consideration to price earnings 
ratios, yields and underwriters’ spreads. 
It should be remembered that protective 
covenants in a debt or preferred issue 
have a bearing on the yield which is re- 
quired. Care should be taken that re- 
strictions are not such as to unreason- 
ably prevent the company from func- 
tioning, in the light of its plans and 
prospects. 

A meeting should be held to deter- 
mine a timetable and assign specific tasks 
to the managing underwriter, the two 
sets of lawyers, the firm’s outside ac- 
countants and to select a printer. Even 
though the timetable may undergo 
several revisions, it is necessary to pro- 
ceed from an agreed-upon plan. 

Depending upon individual circum- 
stances, the managing underwriter’s legal 
staff or the issuing company’s lawyers will 
assume responsibility for co-ordinating the 
preparation, printing, revision and execu- 
tion of all documents. In either case, the 
company issuing the security must sign 
the various documents and has final re- 
sponsibility for their correctness. 


(Continued on page 186) 
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Electronic Data Processing 
and the Controller 


Richard G. Canning 


N ANALYZING the probable impact of 
electronic data processing on business— 
an impact which even now is beginning 
to be felt—there is an interesting develop- 
ment which seems to have a very good 
chance of materializing. This development 
is: in those companies where control is 
important, electronic data processing is go- 
ing to encourage the promotion of new 
responsibilities for the controller. As such, 
electronic data processing is both an op- 
portunity and a challenge to the controller. 
It is an opportunity because it provides, 
for the first time, a practical method to 
combine into one operation both the finan- 
cial and physical control of a large busi- 
ness enterprise. 

It is an opportunity because, going with 
this control, would be the authority to issue 
the corrective action orders which are nec- 
essary for control. 

It is a challenge because the controller 
under such a system must be an operating 
executive proficient in both the physical 
and financial affairs of the firm. 

And finally, it is a challenge because 
this improved control is not just an ex- 
tension of present techniques; rather, 
someone must have the ability to see the 
power of these new electronic systems, and 





to visualize how they can be put to work 
for improved management control of the 
business. 

The purpose of this article is to point 
out how electronic data processing can be 
used to improve the control of a business, 
and its probable value to the controller. 
In discussing the subject, it will be helpful 
to first review the way in which a com- 
pany’s current organization is conditioned 
by the present data-processing methods. 
Also, it will be well to see briefly what 
sort of improvements are possible from 
the so-called ‘‘practical’”’ plans for install- 
ing electronic data-processing systems. It 
may come somewhat as a surprise that 
these practical approaches appear to be the 
ones that offer the least for the controller, 
in the long run. 


PRESENT DATA-PROCESSING METHODS 

One of the major aspects of present 
data-processing methods, either manual or 
punched card, is the need for separate files 
in the business operation. Numerous de- 
partments in a business maintain their own 
files, with each file emphasizing the par- 
ticular aspects in which the department is 
interested. Inventory files offer a good ex- 
ample. 





RICHARD G. CANNING is a partner of Canning, Sisson 
and Associates, Los Angeles, Calif., engineers in automatic 
data-handling and production-control systems, a field in 
which he has specialized since 1946. He is also Associate 
Research Engineer, University of California, Los Angeles. 
His book, “Electronic Data Processing for Business and In- 
dustry,” was recently published by John Wiley and Sons, 
Inc., New York. He has also taught numerous courses on 
this subject at University of California (both Los Angeles 
and Berkeley), University of Chicago and Wayne University. 
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The production control department 
must maintain files of raw, in-process, and 
finished goods, in order to control produc- 
tion. They are primarily interested in the 
unit counts, as opposed to the dollar value, 
and the main objective is to meet the pro- 
duction schedule. While average costs of 
parts are often carried on the inventory 
records, to aid in the ordering decisions, 
very seldom do the production control 
people analyze cost variances in the differ- 
ent manufacturing orders. 

The accounting department, on the 
other hand, is primarily interested in costs. 
In order to prepare monthly profit and 
loss statements, valuations must be placed 
on the raw materials, in-process orders, 
and finished goods inventories. And to be 
able to develop realistic figures for each 
of these, the accounting department must 
maintain unit counts of the different items. 

As a matter of fact, their records are 
often more detailed than the production 
control records, since they, may carry avet- 
age costs for each of several batches of 
the same part—batches which are all 
thrown together in the production control 
records. To use one file for the two de- 
partments would usually be impractical— 
too many clerks would be trying to use the 
files at one time, and there would be too 
long a walk from the departments to the 
files. 

Characteristics of punched cards also 
promote the use of separate files. The 80- 
or 90-character limitation of the cards, 
and the limited control facility of the 
punched card machines, tend to promote 
separate files, each one storing up to 80 or 
90 characters of information about the 
item. 

Another characteristic of present proc 
essing systems is that of handling only 
one operation at a time, for efficiency. 
Clerks make too many mistakes if they are 
posting too many different types of trans- 
actions to the files at one time. So, for the 
inventory files, the receipts into stock are 
sorted out from the requisitions from 
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stock, and these in turn from the returns 
to stock, and so on. The clerks can then 
handle each of these types of transactions 
separately, with more accuracy and more 
speed. Punched card machines, due to the 
fact that the plug boards must be changed 
when processing different types of trans- 
actions, also handle one type of transaction 
at a time, as their most efficient operation. 

These are only a few of the character- 
istics of our present processing methods 
that encourage departmentalization, the 
fracturing of the company’s files, and the 
fracturing of the clerical operations. These 
steps must be taken to achieve a reasonable 
degree of efficiency with present methods. 
The price that is paid is a loss of control. 
For example, as was mentioned above, the 
production control people take cost into 
consideration only secondarily, while the 
accounting department is generally not so 
concerned about meeting the production 
schedule. 


THE PRACTICAL PROGRAMS 

What do the so-called practical pro- 
grams offer, to improve management con- 
trol of a business? 

The answer is: very little. They are 
aimed primarily at reducing clerical costs, 
and also at accomplishing what seems to 
be a very popular objective: learning to 
crawl before we try to walk. Not that these 
are undesirable objectives; on the con- 
trary, they are very useful and have their 
place in the over-all program for installing 
electronics in business. But they should be 
recognized for what they are—cost-reduc- 
tion solutions, not improved-control solu- 
tions. 

While some will argue with the follow- 
ing classification, the author is inclined to 
place sntegrated data processing (IDP) in 
the category of a cost-reduction approach 
—at least, as IDP is most generally con- 
ceived today. Integrated data processing is 
characterized by the use of rather familiar 
office equipment, to which has been added 
the facility of reading and punching a 
paper tape. 

The objective of IDP is to record origi- 
nal information on tape as early as possible 
and then to transmit it from machine to 
machine through the use of the tape. As 
such, IDP is concerned primarily with 
transmitting change data—new sales or- 
ders, sales order changes, time card data 
for payroll purposes, etc. 

In general, IDP does not include, or in- 
cludes only superficially, the operation of 
maintaining files; for instance, posting the 
new sales orders and the sales order 
changes to the sales order file. It is assumed 
that a company will retain its present man- 
ual or punched card method of maintain- 
ing files, and IDP facilitates the flow of 
information to that file maintenance Op- 
eration. 

But the files will remain fractured, and 
the file maintenance operations will re- 
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“I’ve heard of your terrific imitations of me, Pringle. 


Get on that phone and imitate my voice while 


my wife’s yapping the next couple of hours!” 


main fractured, under IDP. (Let us re- 
emphasize: this is no argument against 
IDP; it can be very helpful to a company 
in speeding up the flow of data and im- 
proving accuracy. Also, it is an approach 
that can be put to use almost immediately, 
and can result in significant clerical sav- 
ings. But it will not improve management 
control, as compared to the potentials of 
electronic data processing. ) 

Another approach that is popular be- 
cause it is practical is that of converting 
major punched card operations over to an 
electronic system. Payroll and labor dis- 
tribution seem to be the two most common 
examples of this. Since these operations 
have long been mechanized by the use of 
punched cards, it is somewhat easier to 
transfer them to the electronic system. It 
is easier to predict the results of the con- 
version. 

Economies should result because elec- 
tronic machines usually can do the job 
cheaper than can punched card machines, 
provided the volume of work is sufficient 
to keep the electronic machines busy most 
of the day. According to these practical 
plans, after these big jobs have been trans- 
ferred to the electronic system and it is on 
a paying basis, then new operations which 
have not been mechanized previously will 
be considered. 

It should be pointed out: according to 
this approach, the files will remain frac- 
tured, and the operations will remain frac- 
tured (although the possibilities of com- 
bining operations are greater here than 
under IDP). The reason the fractures re- 
main is that the system plans still follow 
those of the manual or punched card sys- 
tems. The limitations of manual or 


punched card systems are reflected over 
into the electronic system. 

Again, this is not necessarily an argu- 
ment against this approach—an approach 
which can be useful in the interim. Rather, 
the attempt here is to recognize the limi- 
tations of the approach. 


ELECTRONICS FOR IMPROVED 
MANAGEMENT CONTROL 

What does electronic data processing 
offer to improve management control of 
a business? The answer is: quite a bit. In 
order to understand why, it would be help- 
ful to use an example. A department store 
operation will be discussed because every- 
one has purchased something at a depart- 
ment store and knows the activities of the 
sales clerk. Also, the desire of store man- 
agement to have popular merchandise on 
hand is well known. 

A typical department store in a large 
city may have three or four suburban 
branches. Within all the branches, some 
20,000 to 40,000 sales may be made in a 
day; in larger stores during the Christmas 
rush, this figure may go over 100,000 
daily. 

One of the data-processing operations 
is to analyze most of these sales the next 
day and summarize them statistically. The 
buyers will then know what is selling best, 
and therefore know what should be re-or- 
dered. In the sale of ready-to-wear gar- 
ments, for instance, the garment tags are 
torn off at the time of the sale, and sent 
to the clerical department at the end of the 
day. 

At the clerical department, clerks take 
the garment tags (perhaps 20,000 or so 
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per day) and sort them into little piles, 
by stock number. Then they count the tags 
in each pile and prepare a report for the 
buyers. It often takes all morning to pre- 
pare these reports—and the buyers are im- 
patient to get their new orders in. It is 
also worth mentioning that other types of 
transactions affect the merchandise: goods 
are transferred from one department to 
another, goods are returned by customers, 
and so on. 

An electronic system could start the 
same way the manual system does, with 
the sales clerk tearing off one part of the 
garment tag when the sale is made. In this 
case, the garment tag would have the stock 
number punched in it, as well as written 
on it; tags of this type are already in use, 
with punched card machines. The tags 
could be collected periodically, brought to 
the data-processing center, and put into a 
reader. The reader would transfer the in- 
formation from the punched garment tag 
to (say) a magnetic tape. 

Similar methods would be used for 
picking up the information on the other 
types of transactions mentioned above. In 
some cases (such as customers returning 
merchandise without punched garment 
tags), the information would have to be 
typed into the system manually. 

With all the transactions in machine 
language, the next step is to sort* them 
into stock number sequence, regardless of 
type of transaction. Each transaction 
would have a code, identifying the type. 
The magnetic tape containing the sorted 


* If the reader has heard that general pur- 
pose computers are inefficient sorters, let it be 
said that efficient electronic sorting methods are 
already on the market. 





transactions—of all types—is then con- 
nected to the processing machine, the elec- 
tronic computer. Also connected to the 
processing machine is the magnetic tape 
with the master inventory file. 

The processing machine reads the first 
transaction, and examines the stock num- 
ber. It then begins to search along the mas- 
ter inventory tape, looking for the same 
stock number. This operation is equivalent 
to a girl clerk searching in a Kardex file 
for a desired card. When the desired in- 
ventory record is found, it is read into the 
computer. 

At this point, the computer examines 
the transaction code associated with the 
transaction. The code tells the machine 
whether the item has been sold, trans- 
ferred, returned, or what. Based on this 
code, the computer selects the proper pro- 
cedures (program) it is to follow in proc- 
essing the transaction. 

For a sale, the on-hand quantity is re- 
duced, then the ‘‘sales this month” figure 
is increased, by the number sold. A rate-of- 
sale calculation can be made, and if a 
certain predetermined rate of sale (which 
is set by the buyers, for each type of mer- 
chandise) is exceeded, the information 
about that item is brought out onto a re- 
port tape. Later, the information from the 
report tape is printed out for the buyers’ 
attention. 

The most important point here is: What 
does the processing machine do, when it is 
posting the transaction? 

As just mentioned, it can perform analy- 
sis for physical control: 

Is the rate of sale sufficient to justify a 


new order? 
Is the on-hand balance too low? 








“What this house needs is automation!” 
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Is the on-hand plus on the on-order bal. 
ance too high? 

Can merchandise be transferred from 
one branch, where it is not selling, to an- 
other branch where it is? 


Even though the computer does not 
make the final decision on these things, at 
least it can do the preliminary analysis— 
and do it faster and cheaper than the buy. 
ers can. The buyers’ time is then conserved 
for the more important decision-making 
operations. 

But the machine is not restricted to just 
making the physical checks; it can also 
make financial checks at the same time: 


What is the dollar rate-of-return pro- 
vided by the item (based on sales or on 
investment, as desired)? 

What is the dollar valuation of the in. 
ventory on this item of merchandise as 
well as total dollar valuation? 

W hat is the dollar valuation of the open 
purchase orders on this item, and what 
must the cash position of the store be to 
pay for those orders? 


These are only a few of the more ob- 
vious financial checks that can be made. 

Actually, electronic data processing can 
do considerably more in the department 
store. In fact, one large installation is al- 
ready under way that goes far beyond the 
operations mentioned above. 


PLANNING FOR THE 
ELECTRONIC SYSTEM 

It should be emphasized: people who 
intimately know the business are the ones 
who determine what checks the machine 
will make. There is no need for simplify- 
ing these procedures, as must be done with 
girl clerks; the machine can follow 
through a complex operation as accurately 
as a simple one. There is no need to train 
a lot of people in these procedures; once 
management has specified the procedures, 
the machine will follow those procedures 
implicitly. 

So the computer can make the desired 
physical and financial checks right at the 
time the transaction is being posted. And 
if it detects that an exception has occurred, 
information on that transaction is brought 
out for management attention. 

Because of the electronic system’s speed; 
and ability to handle alternative complex 
procedures, it becomes practical to com- 
bine physical and financial files. Opeta- 
tions and files are combined, rather than 
fractured. Exceptions, physical or finan- 
cial, can come out on the same report to 
management, and will allow for more effi 
cient corrective action to be taken. 

As a matter of fact, it would seem 
rather pointless to break the report into 
two sections according to whether the ex- 
ceptions are physical or financial—one for 


(Continued on page 190) 
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Streamlined Inventory Control 
and Stabilized Production Planning 


Herbert J. Richmond 


ANY BUSINESS SYSTEMS and _ policies 
M which are sufficient for current con- 
ditions may prove inadequate in the future 
because of the increased pressures for 
automation and the guaranteed annual 
wage. The constant drive for lower sales 
prices and enlarged productive facilities 
will also put a strain on those systems and 
policies which now seem satisfactory. 

Are your company’s policies and pro- 
cedures for inventory control and produc- 
tion planning established to meet future 
requirements and to give maximum prof- 
its, stabilized production and good rela- 
tions with customers, vendors and em- 
ployes? 

What steps are being taken to insure 
that men and machines will be serviced on 
a continuous basis with a consistent supply 
of parts and materials and with a mini- 
mum of paperwork? 

Programs which will give affirmative 
answers to these questions May vary from 
company to company, depending upon the 
industry and the organization’s policies, 
procedures and finances, but there are gen- 
eral points relating to inventory planning 
which can be considered in appraising 
these matters. A careful study of each of 
the factors covered in this article can be 








be 


productive because they can lead to steady 
production. Any steps taken which level 
the peaks of production, inventory invest- 
ments and employment are certain to have 
a favorable effect on the company costs and 
profits. The national economy, as well, 
stands to benefit from steady employment 
and its steady purchasing power. 


1—ANALYSIS AND CONTROL BY VALUE 

It is extremely important that the in- 
dividual elements of the inventory be care- 
fully analyzed since control and planning 
begin with the individual part and ma- 
terial. Each item in the inventory has its 
own characteristics which will determine 
its control. The annual usage of the item 
is extended by its unit cost to determine the 
annual expenditure for that part. The 
value basis is the best guide for classifying 
parts and for applying the degree of con- 
trol necessary to recognize the dollar im- 
portance and to minimize inventory invest- 
ment and the costs of control, such as 
paperwork, set-up, material handling, cost- 
ing and issuance. 

In many companies the same policies, 
procedures and paperwork are applied to 
an item whose total yearly usage is $80 as 
is given to an item whose total annual us- 


HERBERT J. RICHMOND is an associate of A. T. Kearney 
& Company, Chicago, Illinois, management consultants in 
the fields of general management, marketing, production, 
control, industrial relations, financial reports and organ- 
ization. From 1930 until he joined his present firm in 
1944, he served several companies as chief accountant 
and controller. He has spent considerable time on pro- 
duction and inventory control and related phases in manu- 
facturing, purchasing, sales, engineering and accounting 
and has talked on these matters to various organizations. 
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age is $80,000. This is true despite the 
fact that the numbers of items of high 
value in any inventory usually represent a 
small proportion of the total items, al- 
though their dollar proportion of the total 
inventory is large. 

Until such time as a value analysis is 
made and the valuable dollar elements of 
the inventory are isolated, there is no firm 
basis for the controlling of inventories and 
the planning of production. The task is 
not easy and requires trained personnel 
with established objectives to accomplish 
the segregation and identification of items. 
Once this project has been accomplished 
the benefits are immediate because policy 
can be established for handling the small 
number of valuable parts and the large 
number of low-value parts. 

This approach gets to the root of the 
excessive paperwork and immediately 
eliminates a sizable volume of transac- 
tions. This saves on clerical costs, machine 
rentals and indirect shop labor. It directs 
the attention of all the organization to the 
valuable elements which should be more 
intensely studied and what action should 
be taken to improve control, ordering, re- 
ceipt, and to effect cost reductions through 
improvements in design, methods, tooling 
and competitive prices from vendors. It 
shows the need for condensing and stand- 
ardizing of material, parts and _prod- 
ucts because of the high number of items 
which are low value because of low usage. 

This analysis has been made by some 
companies. It is known as the “A-B-C’ 
or proportional parts analysis system. Its 
interesting implications can be seen from 
actual company experiences where it has 
been found that 10% of the inventory 
items account for approximately 75% of 
the dollar value. If this percentage 1s €x- 
panded to 25% of the items, it will usually 
cover 95% of the value, leaving 75% of 
the items accounting for only 5% of the 
total dollar inventory. Its principle is based 
on control by exception with clearly ¢s- 
tablished policies and procedures which 
recognize the difference in objectives. 
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Q—INVENTORY POLICIES 
BASED ON VALUE ANALYSIS 


Different inventory policies are required 
for the valuable items of the inventory 
and for the other items. It may be neces- 
sary to have daily, weekly or monthly re- 
view of the valuable items and to reduce 
their investment through continuous sched- 
uling of receipts. The fixed costs of order- 
writing, follow-up, set-up, material handl- 
ing and record keeping are a small 
proportion of the total cost of the item 
because of the high usage and high value 
criterion. Changes in sales forecasts or 
trends will be quickly reflected in increases 
or decreases in the quantities ordered and 
the scheduling of receipts. The most quali- 
fied personnel should be selected to con- 
trol these items. 

The effects on the factors of obsolescence 
and carrying costs are decreased because 
they are based on a time element which is 
shorter in the case of these valuable parts. 
This is usually not considered in the vari- 
ous formulas for determining the ordering 
quantities for parts since they are based on 
a straight-line computation for obsoles- 
cence and carrying charges. 

One of the difficulties encountered in 
management policies relating to close in- 
ventory control is the interpretation placed 
on such directives by the personnel re- 
sponsible for their execution. When ‘man- 
agement desires an inventory reduction it 
wants dollars cut out of the inventory but 
does not want indirect labor, direct labor, 
or handling and set-up costs to be materi- 
ally increased. The actual results of many 
inventory directives are that ordering 
quantities are reduced for both ‘‘A’’ and 
“B-C’” items. The intent was to provide for 
increased control on the valuable items 
“A”, in the inventory where the dollar 
inventory reductions can be achieved. 

By increasing the frequency of order is- 
suance for all items a flood of orders is 
created by the Purchasing and Production 
Planning personnel. This quickly results 
in high costs of set-up, paperwork, ma- 
terial handling, tool and die maintenance 
and handling, poor relationships with ven- 
dors and lack of parts to meet production 
schedules. It leads into excessive expedit- 
ing, breaking into machines, and hurry-up 
calls to Purchasing (and manufacturing) 
to get additional parts or material. The 
costs of storeroom operations go up since 
the frequency of handling and the amount 
of storage space is increased. 

The keystone to inventory policy is de- 
termining of the proper ordering quantity. 
Some general guides can be laid down. 
These are illustrative and would vary with 
the industry, the type of product, and the 
labor and material contents of the piece. 


1. High-Value Items (“A” 10% of 
items)—These would be ordered a 
maximum of six times a year and a 
minimum of three times, with a dollar 
limit of $300.00 per order. 


2. Middle-Value Items (““B” 15% of 
items)—These would be ordered a 
maximum of three times a year and a 
minimum of two times a year, with a 
dollar limit of $150.00. 

3. Low-Value Items (‘‘C” 75% of items) 
—These would be ordered a maximum 
of two times a year and a minimum of 
once a year, with a dollar limit of 
$80.00. 


From the above example, it can be seen 
that more months of supply can be pur- 
chased or manufactured within the dollar 
limits of the low-value item, and that the 
frequency of ordering is deliberately made 
greater in the high-value item. These vari- 
ous points can be covered in the respective 
inventory policies for the different classes 
of parts and will be easily understood by 
the people working with these instruc- 
tions. Exceptions to the policy will occur 
because of a special situation for an item, 
but such deviations are approved by a re- 
sponsible, major supervisor having the 
necessary judgment. 


3—LEAD TIMES 

Policies for lead times of high-value 
and low-value items can be used to gain 
cost and delivery advantages and to pro- 
vide production flexibility for each class of 
stock parts and parts made to customer 
order which require the shortest possible 
cycle. 

Since the objective is for quick turn- 
over and quick production of the valua- 
ble items, their lead time can be 15 to 
30 days less than the lead time for the 
other stock items. The lead time for the 
special parts made to customer order 
could be 15 days less than the valuable 
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items. This establishes a priority of work 
which can easily be explained to shop 
supervision and also to the purchasing 
personnel. 

This recognizes that the low-value 
items are the most costly to produce in 
terms of their fixed cost, paperwork, 
handling and set-ups and it is important 
to achieve economies wherever possible. 
Through the use of longer lead times 
for this class of item, the factors can use 
these items for fill-in work, for work 
planning and for utilization of material. 
The longer lead time permits this plan- 
ning and grouping for savings in set-up 
and material without interference with 
the valuable items and the customer 
orders. 

The attention of the organization is 
given to the high-value items to see that — 
they are manufactured and purchased 
without any delay in either the paper- 
work, the procurement or the receiving 
of these items, and that the inventory in- 
vestment is minimized. 

In accomplishing this objective, the 
organization can study the high-value 
items for possible short-cuts in produc- 
tion methods or purchasing techniques. 
Any savings in lead time on these items 
has a marked effect on costs and on in- 
ventory investment. 

Provision is made for the quickest 
possible purchasing or manufacturing 
of special nonstock parts ahead of all 
stock parts. 


4—MANPOWER, MACHINE 


AND MATERIAL PLANNING 


The segregation of the items into the 
high-value class helps the forecasting of 
requirements for manpower, machines 
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and material. These elements can be pro- 
jected for the relatively few number of 
valuable items and then a factor added 
to cover the rest of the items. This gives 
a good yardstick for personnel, ma- 
chines and material requirements. 

Many attempts to quickly and cur- 
rently provide such information have 
been defeated by including all items 
without the identification of the valua- 
ble elements of the inventory. The sheer 
volume of work involved caused the ef- 
fort to fail and rendered any figures 
meaningless. 


5—PROTECTIVE STOCK 

The determination of an adequate 
protective balance to be carried for each 
stock item is essential. This quantity is 
insurance against stock depletion due to 
late deliveries from suppliers or from 
the factory and for unusual sales which 
exceed the projected average pattern on 
which the ordering quantity is based. 

The careful provision for such stock 
minimizes rush orders having to be 
placed to build up the supply. It pre- 
vents shortages developing which inter- 
fere with shipments or with assembly 
production. The breaking into produc- 
tion or into purchasing for these rush 
orders causes considerable lost time, ex- 
pediting and other expensive opera- 
tions. The performance, efficiency and 
production of the Assembly Department 
are seriously hampered. Excessive costs 
and customer complaints are incurred 
in corresponding with customers rela- 
tive to failure to deliver on schedule. 
Often the low-value items requiring a 
minimum of dollar investment are the 


ones which are out of stock and are de- 
laying shipment and limiting inventory 
turnover. 

This protective stock can also be used 
to provide for uninterrupted service in 
the event of strikes, especially in the 
case of difficult-to-procure material and 
in vital raw materials which are basic to 
the production of the company. 

Cash carefully invested in this reserve 
will yield a major return. 

General rules can be established for 
the protective stock by class of part. A 
epee stock for valuable items might 

e one-half a month’s projected average 
sales and for other items two months’ 
projected average sales. Further refine- 
ments can be determined for the indi- 
vidual part by analyzing each part to 
show its average delivery times, average 
sales, and the deviation from the average 
sale. This deviation can be established 
as the protective stock. This will provide 
coverage for this quantity and can re- 
sult in less inventory. 

The analysis can be done on the valu- 
able items. On the others it would not 
be necessary to do such an analysis, both 
because of limited inventory investment 
and because of the wide fluctuations 
which usually occur in these parts. 


6—INVENTORY INVESTMENT 
FOR PRODUCTION STABILIZER 

In many situations a careful examina- 
tion will show that it is advantageous to 
carry inventory for a period of time in 
order to use the slow sales period to pro- 
duce parts, subassemblies or final units. 
This will depend on the situation in- 
volved. 
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It is possible to minimize this type of 
investment and the required storage 
space by keeping the part and subassem. 
blies in stock and increase the produc. 
tion on the assembly lines by addin 
men through transfer from parts de. 
partments or by part-time help. This 
avoids tying up assembly labor in the in. 
ventory. 

Another approach is to assemble all 
manufactured parts but leave out the 
critical purchased items, such as an ex- 
pensive motor or an expensive exhaust 
installation. There are many ways of ap- 
proaching this problem which can be 
adopted by the individual company to 
meet its needs. 

The planned production of such in. 
ventory by trained workers avoids the 
costs of training new personnel, the at- 
tendant risk of poor quality and of tool 
and die breakage, and the unfavorable 
element of having parts subcontracted 
thus perhaps inviting competition into 
your business. Further savings are real- 
ized through reducing overtime pay- 
ments and higher production because of 
normal working hours. 

It is important that the working force 
be kept flexible and trained to perform 
various jobs in order that the changing 
load picture can be met without inter- 
ruption and delay, or without adding to 
the work force. 

In this field the co-operation of the 
Union can be enlisted as part of their 
contribution to the program of prevent- 
ing layoffs, to balancing work loads, and 
to contributing to company position in 
the competitive market. 

The inception of such a program de- 
signed to train a diversified labor pool 
is expensive and requires a good train- 
ing program under the direction of ca- 
pable company personnel. 

The program helps in covering vaca- 
tion periods and leads to the discovery 
of capabilities in personnel previously 
not observed. It gives added interest and 
stimulation to company personnel since 
it relieves the monotony of one job and 
one operation. 

The effect on personnel relations is 
good because it provides steady work, 
avoids high costs and unsatisfactory pro- 
duction resulting from the bumping of 
employes from job to job to adjust to 
the new work force and the company 
seniority. This factor alone is an induce- 
ment to carefully planning for an even 
flow of production and an increased in- 
ventory investment for a limited period 
of time. 

Having an adequate and planned in- 
ventory before the seasonal upsurge 
permits the company to take unusual 
orders in the busy season without undue 
difficulties and extension of work hours 
or of work force. 


(Continued on page 182) 
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Cost Controls for Research 


Edward J. Gesick 


Research is a gamble. 
Research is expensive. 
Research is not a luxury. 
Research is insurance. 


RISTOTLE is considered to be the 
founder of Logic, but he undoubtedly 
would be hard put to consider the above 
simple declarative statements and dialecti- 
cally reduce them to a philosophy. Hence, 
an inquiry into the area of cost responsibil- 
ity for research must begin open-mindedly, 
recognizing that more than one philosophy 
will be developed, and that, depending on 
the circumstances in each individual case, 
each philosophy will be sound and work- 
able. 

But unlike the hypotheses found to ex- 
plain the principles of formal logic, there 
seems to be no established set of principles 
regarding control of the costs of research. 
After much study of the problem, in each 
individual instance it becomes evident 
that a philosophy toward conducting re- 
search must be developed in each organiza- 
tion, and that this philosophy truly con- 
trols much of the destiny of the research 
program of any organization. In turn, the 
destiny of the organization itself is fore- 
cast. Summed up, this philosophy becomes 
the attitude of management toward its 
research organization. 


MANAGEMENT'S ATTITUDE 

At one end of the pole, the attitude of 
management might be one of encouraging 
a large research organization within its 
corporate structure, such as that developed 
by the pioneers in industrial research— 
General Electric, du Pont, Eastman, and 
the Bell Telephone Laboratories. 

At the opposite end of the pole are 
companies who have no research, but who 
make goods which are not particularly 
adaptable to research, or make items on 
which patents have expired or are open to 
general production or selling techniques. 
Such organizations exist competitively—in 
many instances quite profitably. 

In a gray in-between zone are companies 
in which the research problem is a di- 
lemma, whether such companies realize it 


or not. These are companies which have 
research departments of mediocre caliber 
and actually of mediocre recognition. 
Many of these departments are called “‘re- 
search and development departments” be- 
cause it is fashionable to have a depart- 
ment with that title. Or it may be that 
Management is uncertain as to whether it 
is more practicable to buy developed proc- 
esses or products in their field through 
merger with new and smaller companies 
who have entered the field because of its 
lack of development. Or it may be that 
they just don’t know any better. 

In any event, this brief discussion will 
isolate one of the first items pertaining to 
the subject matter, namely, the attitude of 
management toward the research and de- 
velopment program. It would seem that 
the effectiveness of controlling the cost of 
research would be in direct proportion to 
the attitude of management toward the 
research and development program. 


COST OF RESEARCH 

Whenever the word “‘cost’”” or the words 
“cost control” appear in any problem, 
management thinks of accountants, cost 
accountants, controllers, treasurers, etc. 
Thus it is not surprising that a great many 
articles on costs and cost controls for the 
research and development program have 
been written by accountants and cost ac- 
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countants. In scanning a recent bibliog- — 
raphy pertaining to research, engineering 
and development costs, it was found that 
no less than 13 articles relating to this sub- 
ject matter have been printed in the NACA 
Bulletin in the past eight or nine years. 

It should be conceded that accounting 
as used in its broadest terms is necessary 
for determining research costs. However, 
it should not be considered that cost con- 
trol of the research and development pro- 
gram is accomplished solely through 
budget checks or expenditures against re- 
search project appropriations. While the 
financial information reflects the dollar 
progress of the program and provides a 
red-flag technique on the spending of 
money for a research project, it serves only 
as one of management's many guides. In- 
variably, it does not measure the true prog- 
ress of the program. It cannot reflect the 
soundness of a project; generally it merely 
shows that the project’s fund allocation 
was a bad guess. 

Therefore, another point in philosophy 
may be considered in solving this problem. 
That is, whenever the term “‘cost’’ or “‘cost 
controls’ is used, the responsibility for 
these controls is only in a small way main- 
tained by the financial people. It is there- 
fore appropriate to ask at this point: 


Whose responsibility is it for control- 
ling the cost of a research program? 
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WHAT DOES MANAGEMENT HAVE THE RIGHT TO 
EXPECT OF A RESEARCH DIRECTOR? 


1. He must be a good administrator, which does not 
necessarily mean that he must be a brilliant scientist. 

2. He must be fast on his feet and be on his toes in every 
respect. 

3. He must keep the company business and potentialities 
in the forefront of his thinking at all times. 

4. He must be capable of forming a courageous two-way 
channel between management and the laboratory. 

5. He should be able to take back the viewpoint of man- 
agement and try to sell it to the men in the laboratory. 

6. He should be conscious of the personnel problems of 
large modern laboratories. 


WHAT DOES A RESEARCH ORGANIZATION 
HAVE THE RIGHT TO EXPECT OF MANAGEMENT? 
1. Management should furnish good research direction. 
2. Management should pay research men adequate com- 

pensation. 

3. Management should furnish adequate facilities and 
good working conditions. 

4. Management must not be too impatient for quick 
returns. 

5. Management should give the research director a 
reasonably free hand. 

6. Management should relieve research workers of 
routine work insofar as possible. 

7. Management should be ready to give prompt and 
courageous attention to worth-while ideas, and should be 
willing to back the horses developed by its own laboratory 
rather than something developed outside. 

8. Management should not divert too many men from 
research to sales technical service and manufacturing techni- 
cal service. 

9. Management should have an ever-open ear for the 
research director. 

10. Management should attend important research con- 
ferences. 

11. Management should permit .research workers a 
reasonable opportunity for technical contacts and a reason- 
able amount of time for local or national professional society 
activities. 

12. Management should not swing back and forth from 
one extreme to the other and should look at research as a 
long-term proposition. 


—Excerpted from a speech by ROBERT E. WILSON, chairman of 
the Board, Standard Oil Company of Indiana, presented at the 
Engineers Council for Professional Development held in Chi- 
cago, Illinois, October 28, 1949. 





FEE ee ee APRIL 1956 





166 


POOLED EFFORTS IN THE 
RESEARCH PROGRAM 

Here a modern philosophy must be in- 
troduced. With occasional exceptions the 
day of the individual inventor seems past. 
We will continue to have an occasional 
Edison or Steinmetz, but the majority of 
research is now done in large laboratories 
by teams of scientists and engineers work- 
ing with ancillary personnel. It is a re. 
markable development which seems to 
have become standard practice not only for 
corporations but for universities and pri- 
vate research organizations. The basic 
concept and outstanding feature of this 
development is the pooling of various 
scientific and engineering disciplines to- 
ward solution of a problem or develop- 
ment of a product. In the analysis of the 
relationship between this research team 
and management, organizations can find 
the most effective way to control the costs 
of their research and development pro- 
gram. 

An examination of the points brought 
out in a speech by Robert E. Wilson before 
the Engineers Council for Professional 
Development and included in this article 
indicates that he pinpointed what might be 
the underlying principles for controlling 
the costs of a research and development 
program. If Mr. Wilson’s points are an- 
alyzed, a definite stride will have been 
made toward establishing the importance 
of the research director as the key figure 
in such a program. However, this does not 
mean that it is his entire responsibility 
since, in the same way that recognition 
comes to the modern large laboratory by 
the pooling of disciplines for the solution 
of problems, there must be a pooling of 
other skills in support of the research 
director for the control of research costs. 
In effect, then, a team is developed in 
which the research director must carry the 
ball, but he must rely to a great extent 
upon the goal supplied by the group op- 
erating under the term ‘‘management.” 

An illustration which should be self- 
explanatory of the thought that should go 
into research planning is the research proj- 
ect appraisal report form reproduced by 
permission of the California Research 
Corporation. Analysis of this appraisal 
form will indicate that not only is there 
an evaluation of a project by the director 
of research, but here we find information 
needed from the following other members 
of the team: 

1. Cost and investment payout from the 
financial department. 

2. Manufacturing aspects from the 
manufacturing department. 

3. Marketing aspects from the sales de- 
partment. 

4. Economic evaluation. 


Cost control is most effective when un- 
necessary expenditures are prevented; too 
often the so-called cost control systems 


(Continued on page 168) 
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A. RESEARCH ASPECTS: 


RESEARCH PROJECT APPRAISAL 





TITLE: 


PROPOSED $. 


BUDGET ITEM OR PROJECT NO. 





PER 100 











1. PROBABILITY OF SUCCESS 


Crowded research field and/or difficult 
to foresee successful solution of tech- 


nical problems. 


Average prospect for successful 
technical development in field 
of moderate competition. 





New or open field, successful 
technical development highly 
probable. 








Omitting financial factors, consider only the proba- 

bility that the research and development phases of the 
project will produce a useable result (e.g. new process, 
product, field of application, engineering tool, etc.) 


Remarks: 





. ESTIMATED RESEARCH COST 
Consider total development cost (including 


nn 


Relatively high total cost. 
J Le eee 


Problems of recurrent nature, re- 
quires average annual expenditure 
of approximately $ 





Low or moderate total cost. 
Estimated at $ e 








laboratory, pilot plant, patent, etc.) 


Remarks: 














3. TIME Long range. Intermediate range. Short range. 
Estimate total years required to complete Three or more years. One to three years. One year or less. 
projected work at proposed rate. Sanarkes 

4. OTHER 

B. ECONOMICS: sian or less. Estimated at | + a - $500,000. Estimated | — $500,000. Estimated at 
———E— (eee ‘ 


1. ESTIMATED NET ANNUAL EARNINGS OR SAVINGS (OR 





OTHER FINANCIAL BENEFITS) 


Includes all cost factors such as taxes, 
depreciation allowance, etc. 


Remarks: 























2. ESTIMATED CAPITAL INVESTMENT Above $1,000,000. $100,000 - $1,000,000. Under $100,000. 
Estimated at $ ° Estimated at $ e Estimated at $ ‘4 
Remarks: 
3. ESTIMATED PAYOUT = CAPITAL INVESTMENT More than three years. | One to three years. | Less than one year. 
Capital Investment (8-2) + Annual Net Earnings (B-1) 
(Net earnings allow for all tax costs) Remarks: 
4. ESTIMATED PAYOUT - RESEARCH EXPENDITURES More than three years. | One to three years. | Less than one year. 
Total Researcn Cost: (A-2) + Annual Net Earnings (B-1) 
(Net earnings allow for all tax costs Remarks: 
5. ESTIMATED PAYOUT - overall combination of More than three years. | One to three years. | Less than three years. 
3 and 4 above 





Remarks: 





o 


MANUFACTURING ASPECTS: 
i. EFFECT ON OPERATIONS 


Will create complex operating 
problems. 


| Desirable modification or new 


operation. 


Highly desirable adjunct to 
present operations. 





Consider facilities requirements, availability of 
raw materials, effect on refinery balance, avail- 
ability of suitable location, conflicts with other 


Remarks: 





operations, etc. 





2. ALTERNATIVES 
Consider other possibilities for attaining 
desired objective. 


Result better acnieved by other means; 


e€.g-, consultant, engineering firm, 
etc. 


About equal for CRC development 
vs. other means. 





CRC program best means to 
desired objective. 














Remarks: 
3. OTHER 
0. MARKETING ASPECTS: No apparent need. | Desirable to maintain or expand | Essential in relation to current 


|. NEED 


position. 


or projected markets. 





Extent to which a successful research development is 
necessary or desirable from a marketing standpoint. 


Remarks: 





2. EFFECT ON OPERATIONS 
Consider relation to other products, requirements for 


Will create conflicts with present 
operations. 


No major problems anticipated. 


— 


with current operations. 


| Expected to coordinate readily 





distribution and marketing facilities, marketing ad- 
vantages or disadvantages, and special marketing 


Remarks: 



























































requirements. 
3. ALTERNATIVES Preferable to purchase or license | About equal prospects for cRC program CRC program best means to 
Other possibilities for desired objective. from others. vs. other possible alternatives. desired end. 
Remarks: 
4. OTHER 

E. PROBABILITY FOR SUCCESSFUL COMMERCIAL DEVELOPMENT: Low Intermediate High 
Estimate overall prospect for success based on combined | 2 4 5 6 8 9 10 
appraisal of the above major considerations (A, 8,C & D). 

Remarks: 

F. OVERALL APPRAISAL OF PROPOSED PROGRAM: Not Justified Marginal Average Above Average Outstanding 
Taking account of the above factors and your estimate of 1 213 415 6|7 8] 9 10 
their relative importance, rate this project in relation 
to others available for inclusion in the current program. 
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show what unnecessary expenditures were 
made. Thus another addition to the phi- 
losophy being developed here is deter- 
mined: The planning that must go into 
each research project before it is author- 
ized is a joint responsibility. The magni- 
tude of the project is established; from 
that point the research director is on the 
spot insofar as cost responsibility is con- 
cerned. 


RESEARCH PLANNING 


At this point the research director must 
plan to prevent unnecessary costs in carry- 
ing out the project. If the project is put 
into the laboratory without careful plan- 
ning, trouble lies ahead. The following is 
a partial list of danger areas (not in order 
of importance) which, if not considered, 
will result in costs the responsibility for 
which can only be the research director's: 


1. A clear understanding of the objec- 
tive and the communication of that objec- 
tive to the project leader. 

2. An analysis of technical disciplines 
available and the selection of the proper 
project leader, supported in turn by proper 
subordinates. If the team is not available 
within the organization, the research di- 
rector must know of capable consulting 
engineers, testing laboratories or inde- 
pendent research organizations that have 
the technical skills available. He must be 
willing to recognize limitations of skills 
within his laboratories. In this connection, 
even large laboratories have to guard 
against building staffs containing many 
technical disciplines for which there is 
very limited need, when adequate outside 
facilities exist. One of the reasons for job 
changes by the research men is the im- 
proper utilization of their technical skills. 
This is costly in more ways than one. 

3. Analysis of technical equipment re- 
quired. Research men love new, fancy lab- 
oratory equipment. Unless a hardheaded 
approach is used, a laboratory can become 
fascinating with some of the most idle 
equipment that can be imagined. The re- 
search director can control this cost by 
knowing use requirements for equipment 
and the sources which have specialized 
equipment, the use of which can be con- 
tracted for. 

4. Constant evaluation and re-evalua- 
tion of project progress in order to accel- 
erate, decelerate or cut off projects. This 
includes the ability to release a project for 
production upon attaining satisfactory but 
not absolute perfection. He must establish 
adequate lines of communication, reject- 
ing progress reports like the following 
which was published in Chemical and 
Engineering News: 
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STANDARD PROGRESS REPORT 
FOR THOSE WITH 
NO PROGRESS TO REPORT 


During the period which ends____— 
(fill in appropriate date) considerable prog- 
ress has been made in the preliminary work 
directed toward the establishment of the 
initial activities. (We're getting ready to 
start, but we haven't done anything yet.) 

J 

The background information has been 
surveyed and the functional structure of the 
component parts of the cognizant organiza- 
tion has been clarified. (We looked at the 
assignment and decided that George would 
do it.) 


e 
Considerable difficulty has been encoun- 
tered in the selection of optimum materials 
and experimental methods, but this problem 
is being attacked vigorously, and we expect 
that the development phase will proceed at 
a satisfactory rate. (George is looking 
through the handbook.) 
e 
In order to prevent unnecessary duplica- 
tion of previous efforts in the same field, it 
was necessary to establish a survey team 
which has conducted a rather extensive tour 
through various facilities in the immediate 
vicinity of manufacturers. (George and 
Harry had a nice time in New York.) 


e 

The Steering Committee held its regular 
meeting and considered rather important 
policy matters pertaining to the over-all or- 
ganizational levels of the line and staff re- 
sponsibilities that devolve on the personnel 
associated with the specific assignments re- 
sulting from the broad functional specifica- 
tions. (Sorry, untranslatable.) 


. 

It is believed that the rate of progress will 
continue to accelerate as necessary top-level 
scientists are recruited to round out the in- 
tegrated team. (We'll get some work done 
as soon as we find someone who knows 
something.) 





5. Research director must require and 
maintain mental and technical integrity of 
himself and his staff, together with the 
moral fiber to disagree with management 
when it is making a mistake and persuade 
it to his viewpoint. Equally, he must back 
his program and men when he feels he 
and they are on the right track. 

6. He must keep a constant review not 
only on new projects but on the following 
areas which, technically, might be con- 
sidered to be more in the engineering 
rather than the true research area: 

a. Engineering change notices—parts 
or batches. During World War II the 
slogan “Is this trip necessary?” was popu- 
lar. In the research and development pro- 
gtam the constant slogan should be “Js 
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this change necessary?” Perhaps one way 


to help control this problem is to charge 
research and development with the 
scrapped or obsolete inventory, machine 
setup or loading costs and credit them with 
savings, if any, resulting from manufactur. 
ing cost reduction or service savings. 

b. Product modification or redesign, 
This problem is the same as engineering 
change notices for parts or batches. 

c. Material and parts standardization 
and permissive substitutes. How many dif- 
ferent gauges of steel are specified that 
force warehouse procurement rather than 
mill shipment? Or, if not of this magni- 
tude, require separate inventories and 
specifications that could be standardized? 
How many parts on different products can 
be standardized through slight changes in 
design and tolerances? What parts are 
standard and should be purchased outside 
rather than expensively produced in the 
shop ? 

d. What limit should research and en- 
gineering agree to in the determination of 
the total product line? Sales will con- 
stantly request slight deviations—research 
and development might lead them into 
costly models or products if the requests 
are not properly analyzed. 

e. What is the competition doing—are 
fair analyses and tests being made of com- 
petitive products ? 

f. Is adequate field testing of new prod- 
ucts or models being done or does the 
project engineer bow to sales or produc- 
tion against his better judgment ? 

7. He must be fast on his feet, as Mr. 
Wilson pointed out, in order to: 

a. Monitor continually new ideas from 
the viewpoint of potential profits, markets, 
production requirements, etc. 

b. Follow up and stress ideas most ac- 
tively which fit within the corporation 
objectives re markets, sales program, pro- 
duction facilities, etc. He should call to 
management’s attention other potentially 
profitable areas. 

c. Evaluate constantly the total costs of 
putting a new idea into the sales picture 
vs. the company financial picture. This af- 
fects the research expenditure warranted. 

d. Keep management continually aware 
of the extent of the “gamble’’ on impor- 
tant research ideas in process of develop- 
ment. This gives perspective on the future. 

e. Educate management to the probable 
future product trends of the company. 

f. Periodic checks of research invest- 
ment in a new idea vs. changes in the 
markets, profit potentials, etc. 


It can be seen that the problem is mag- 
nified to include not only the cost of the 
research and development organization 
but the costs that are reflected throughout 
the entire company’s operation. This leads 
to a further addition to the philosophy de- 
veloped here. 


(Continued on page 188) 
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Controllership in Industrial Expansion 
Discussed at Southern Conference 


FFECTIVE CONTROLLERSHIP, research, 
3 insurance, expansion by acquisition, and 
financing were among the topics covered 
at the Southern Conference of Control- 
lers Institute of America. Sponsored by 
the Atlanta, Birmingham, Chattanooga 
and Memphis Controls, the conference 
was held at the Edgewater Gulf Hotel, 
Edgewater Park, Mississippi, February 
23-25, 1956. W. C. Jones, controller, Ala- 
bama By-Products Corporation, Birming- 
ham, was the general chairman, while the 
vice chairmen were Gordon B. Schaefer, 
Gordon Fitzell and Ennis Hughes from 
Atlanta, Chattanooga and Memphis, re- 
spectively. 


EFFECTIVE CONTROLLERSHIP IN 
INDUSTRIAL EXPANSION 

Addressing the opening session, A. J. 
Bows, partner, Arthur Andersen & Co., 
Atlanta, stated that there were five sep- 
arate areas in which controllers and finan- 
cial executives had the opportunity to give 
to their jobs what business expected of 
them. 

“Of first importance is to build up the 
type of organization that can handle the 
work load,” he said. “A controller must 
learn that he can’t do everything himself, 
so he should list the various duties for 
which he is responsible and then write 
down the people who are taking care of 
them. The cost of good men to handle 
these functions is easily offset by the sav- 
ings they can produce.” 

An analytical approach toward the fi- 
nancial aspects of the company was listed 
as the second area. ‘‘A controller,’ he 
said, “should come up with enough ideas 
for profit each year to more than offset 
the cost of his operation.” 

After listing a number of topics suitable 
for constructive day-by-day thinking, Mr. 
Bows told the group that one way in 
which financial analysis can be accom- 
plished is to have “a project of the month. 
Put one of your troubleshooters on: the 
project and have him analyze a different 
phase of your business each month. Per- 
haps one month it is insurance, perhaps 
the next it is an approach to marketing or 
freight costs. 

“The third area,” Mr. Bows told the 
controllers, “is the ability to tell others 


POWTROLLERS MGTITUT 
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{ 
Memphis, Tennessee, addressed the Conference 


what the figures mean and what you are 
trying to put across. Care must be taken to 
make reports in language that will be un- 
derstood by the person receiving the re- 
port. In some cases, reports can be made 
attractive by the use of charts, pictures, 
and graphs. 

“The next area is in the field of income 
taxation where there is a great opportunity 
to bridge the gap between the complex 
view of the tax expert and the common- 
sense business approach of most manage- 
ments. 

“Finally,” said Mr. Bows, ‘‘the control- 
ler should try, as much as any other de- 
partment, to set up a dynamic pace for 
his activities. ‘“Time,’ he noted, “‘is the 
greatest deteriorating factor in any report 
issued by an accounting department.” 


RESEARCH AS A FACTOR IN 
INDUSTRIAL EXPANSION 

The position of southern industrial de- 
velopments was discussed by Dr. Frank J. 


Soday, vice president, research and de- 
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OPENING LUNCHEON at which Wyatte F. DeLoache, E. |. du Pont de Nemours & Co., 


velopment, The Chemstrand Corporation, 
Decatur, Alabama. He pointed out that to 
many Southerners the pot of gold at the 
end of the rainbow looks remarkably like 
a test tube, as the South is betting on 
chemicals in a big way. Some $710 mil- 
lion in new chemical plants were com- 
pleted during 1954 and another $780 
million are on the way. 

The scientist noted that while there are 
limits to the four major resources of the 
nation—natural resources, agricultural ca- 
pacity, industrial facilities and manpower 
—there is no foreseeable limit to tech- 
nology. He called attention to studies that 
estimated some $39 billion has been spent 
on research in this country to date, and 
that 45% of this amount has been spent 
during the past five years. As research ex- 
penditures amounted to 1% of the gross 
national product in 1953, while capital 
expenditures were 11% of GNP, it is ap: 
parent that $11 in capital expenditures 
will be required for each dollar spent for 
research. 
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Dr. Soday told the group that it may be 
regarded as heresy to indicate that the 
technological well is running dry. ‘But 
such,” he said, “is the case. The great 
storehouse of fundamental knowledge 
available for industrial use at the turn of 
the century has been largely depleted and 
must be replenished. Unfortunately, the 
enormous body of scientific research in 
America is suffering from malnutrition; 
we have yet to provide all the elements 
necessary to create and maintain an intel- 
lectual atmosphere in which fundamental 
scientific research can flourish as it should. 

“Part of the reason,” he noted, “is fi- 
nancial. While most research administra- 
tors regard 10% as the minimum propor- 
tion of research funds to be allocated to 
fundamental research, somewhat less than 


5% of total funds expended on research 
in this country is used for fundamental 
studies. 

“Abroad a much higher proportion of 
total research expenditures is devoted to 
fundamental investigation and, as a result, 
most of the important technological ad- 
vances made in this country during the 
past two decades have been based on fund- 
amental discoveries made in other coun- 
tries. A list of the 12 most important 
technical industrial developments in this 
country during the past 25 years shows 
that only one—nylon—was based on 
fundamental investigation made in this 
country.” 

Probably no other section of the coun- 
try, the controllers were told, illustrates 
so well the value of research in improving 


OFFICERS AND DIRECTORS of Controllers Institute and invited guests 
meet prior to opening of the 1956 Southern Conference 





LOCAL CONTROL OFFICERS AND DIRECTORS step outside to enjoy 
the Gulf Coast sunshine just after their breakfast meeting 
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the economic well-being of a region as the 
South. Of the 250% increase in the per 
capita income there since 1939, at least 
50%, and possibly 75%, may be directly 
attributed to the application of research to 
convert southern resources into products 
required by our economy. 


THE HORN OF PLENTY 

The speaker at the opening luncheon 
was Wyatte F. DeLoache, manager, South. 
ern Extension Division, E. I. du Pont de 
Nemours & Co., Memphis. Displaying a 
variety of new products to emphasize his 
points, Mr. DeLoache showed how this 
country’s unique ability to produce derives 
from two principal factors: tools and mo. 
tives. 

“Tools,” the speaker noted, ‘‘come from 
people who are motivated to supply them 
—the investors. Their motive is the hope 
of reward that can come only from that 
grossly maligned and much misunderstood 
word called ‘profits.’ Surveys show that a 
large number of persons guess corporate 
profits range from 25% to 50% a year 
and higher. This same group says that a 
10% profit would be a fair one. The 
ironical fact is that the 10% which they 
say is fair, is actually about double the 
annual profits of the average company. 
Yet, this small amount of profit is the 
life-secret of American production.” 

Mr. DeLoache pointed out some of the 
risks and difficulties which a large com- 
pany encounters in the development of a 
product like nylon, the first all-man-made 
textile fiber. Basic research on nylon 
started in 1928. It was not until 11 years 
later, after the expenditure of $27 million 
for tools and research, that du Pont was 
in commercial production of nylon. 


BRINGING INDUSTRY TO THE SOUTH 


W. Cooper Green, a former mayor of 
Birmingham and now vice president of 
Alabama Power Co., noted that the South- 
east has a well-diversified economy in 
both agricultural and industrial products, 
as well as mining areas. While the mush- 
rooming growth of the petro-chemical in- 
dustry along the Mississippi, Texas and 
Louisiana Gulf Coast has captured the 
biggest headlines, northwest Florida and 
other southern states have quietly but 
steadily been adding to their prestige as 
a producer of chemical fibers and a highly 
diversified list of industrial and agricul- 
tural chemicals. 

Mr. Green conceded that some have 
asked if the Southeast will not reach a 
saturation point as far as industrial growth 
is concerned. He denied this and pointed 
out that the new market is in population 
growth. In the past seven years, for ex- 
ample, the United States has increased its 
population by 18 million, which compares 
with the total Canadian population of 15 
million. 


insu 


posi 
com 
pani 
Sixt} 
ried 
cove 
amo 
399 
were 
insu 
Few 
bett 
cent 
key- 


insu 


suck 
blar 
busi 
tion 
if tl 
life 
swe 


FIN, 


cial 
the 
pan 


cial 
ide 
gro 


said 
corr 
ing: 
bus: 
of t 
tren 
ing. 
tern 
Th 





S the 
> per 
least 
ectly 
ch to 
ducts 


neon 
uth- 
t de 
Za 
his 
this 
“ives 
mo- 


rom 
hem 
ope 
that 
ood 
at a 
rate 
ear 
it a 
The 
hey 
the 
ny. 
the 


the 
ym- 
fa 
ide 


lon 


ion 
vas 


ut 





INSURANCE PROBLEMS OF A 
GROWING COMPANY 

The steps needed to assure adequate in- 
surance coverage for companies were dis- 
cussed by Edwin B. Moran, vice president 
and assistant executive manager, National 
Association of Credit Men, New York. 
He listed the four key guides as: (1) have 
visual knowledge of the physical proper- 
ties involved; (2) understand the opera- 
tional procedures as they affect personnel 
and public relations ; (3) know the pur- 

se and objective of the enterprise ; and 
(4) be aware of the company’s plans for 
future development and expansion. 

“Too little thought is being given,” the 
controllers were told, “to the possibility 
that a company will be wiped out at great 
capital loss to the principal and heavy 
loss and damage to others.’” How far short 
business falls from protecting itself with 
coverage against hazards was brought out 
by the analyst when he declared that only 
4% of plants have modern appraisals and 
in fire insurance alone 56% are under- 
insured. 

Mr. Moran quoted also from a com- 
posite picture drawn by NACM out of a 
comparison of financial statements of com- 
panies and provisions made for insurance. 
Sixty-five per cent of the companies car- 
ried fire insurance, 50% had auto liability 
coverage but only 30% had an adequate 
amount. In use and occupance insurance, 
39% of wholesaling and manufacturing 
were covered, 12% for retail, but profits 
insurance was shown by only 2% to 5%. 
Fewer than 10% carried improvement, 
betterment and rent insurance; the per- 
centage was even lower (under 5%) on 
key-man, business life, and co-partnership 
insurance. 

Why do company managements have 
such a low record of coverage ? Mr. Moran 
blamed a poor selling job by the insurance 
business with too technical sales presenta- 
tions. Of hundreds of men who were asked 
if they had read thoroughly their personal 
life insurance policies, less than 5% an- 
swered in the affirmative. 


FINANCING A GROWING COMPANY 

Paul Millians, vice president, Commer- 
cial Credit Company, Baltimore, discussed 
the sources of capital and credit for com- 
panies. The advent of “cheap” money and 
“ball and chain’’ taxes have caused finan- 
cial minds to come up with fresh new 
ideas to find capital to finance corporate 
growth. 

“On an historical basis,” the financier 
said, “much of the growth of American 
companies has been financed out of earn- 
ings. In the decade of the 1920’s, internal 
business sources supplied around 60% 
of total capital requirements. One familiar 
trend of recent years concerns debt financ- 
ing, which is often more advantageous in 
terms of earnings retained after taxes. 
Thus, we have seen innovations like sub- 


ordinated debentures whose effect is to ex- 
pand the capital base to support further 
borrowings so that $100 million of sub- 
ordinated long-term debt will support 
$500 million of additional credit. 

With debt advantageous and for other 
considerations, Mr. Millians told the 
group, there has been a growing use of 
various credit instruments as business 
growth has called for more cash, more re- 
ceivables and more inventory. Commer- 
cial bank loans, for example, are available 
on an unsecured basis, largely to the well- 
established company, while factoring and 
inventory financing are available to me- 
dium-sized and big companies with a run 
of credit ratings from marginal to prime. 
Another source of funds is installment 
credit, which works at all levels in financ- 
ing distribution. 

The capital and credit problems of 
small business and the new business are 
somewhat different, the analyst noted. 
Generaily speaking, their capital sources 
are inadequate for growth and their out- 
side capital sources are limited. It may be 
said that the smaller the company the 
poorer the profit—for companies with 
assets below $250,000 pre-tax profit mar- 
gins are way down compared with larger 
companies. Mr. Millians commented on 
the paradox of a sympathetic attitude on 
the part of the Government toward small 
business together with a system of busi- 
ness tax that effectively removes capital 
from the small company. 

Cther speakers were J. H. Hardy, CPA, 
of Chattanooga, Tenn., who discussed 


corporation expansion by acquisition or 
creation, while Hugh Comer, chairman of 
the Board, Avondale Mills, Sylacauga, 
Alabama, spoke at the closing luncheon. 
The banquet speaker was Clayton Rand, 
editor, Dixie Guide, Gulfport, Mississippi. 

The Conference opened with welcom- 
ing remarks by General Chairman W. C. 
Jones. The president of Controllers In- 
stitute, Robert N. Wallis, treasurer, Den- 
nison Manufacturing Company, Framing- 
ham, Mass., presided at the banquet 
session. Board Chairman C. R. Fay, 
vice president and controller, Pittsburgh 
Plate Glass Company, presided at the 
closing luncheon. Other presiding officers 
were: Lewis E. Frensley, comptroller, 
Magnolia Petroleum Co., Dallas, who is 
a vice president of Controllers Institute; 
John C. Shea, vice president, Whitney 
National Bank of New Orleans, who is 
president of the New Orleans Control; 
C. C. Lay, treasurer and assistant secretary, 
the Wheland Company, Chattanooga, Ten- 
nessee, and a vice president of Controllers 
Institute; Steve H. Bomar, vice president 
and treasurer, Trust Company of Georgia, 
Atlanta, who is president of the Atlanta 
Control; Warren S. Wagner, secretary 
and treasurer, the National Toddle House 
Corporation, Memphis, president of the 
Memphis Control; Carson C. Reeves, sec- 
retary, Drennen Motor Company, Inc., 
Birmingham, who is president of the Bir- 
mingham Control; and Vann A. Meador, 
comptroller, the Harriman Manufacturing 
Company, Chattanooga, and program 
chairman of the Conference. 





CONTROLLERSHIP FOUNDATION TRUSTEES MEETING 


Seated left to right: C. R. Fay (Board Chairman, 
Controllers Institute) Pittsburgh Plate Glass Co.; 
Mrs. Lawrence (secretary to the managing director 
of CIA); Murray S. Gelber (national director, CIA 
AirResearch Manufacturing Co., Phoenix; Fred H. 
Brown (national director, CIA) Macco Corp., Para- 
mount, Calif.; Dudley E. Browne (Foundation trus- 
tee) Lockheed Aircraft Corporation, Burbank, 
Calif.; Paul Haase, managing director, Controllers 
Institute of America; J. McCall Hughes (president, 
Controllership Foundation) Mutual of New York; 
Charles E. Ehrhardt (Foundation trustee) Anheuser- 
Busch, Inc., St. Louis, Mo. 


Also Joseph C. Huehn (vice president, Region 
VII, CIA) National Bearing Div., American Brake 
Shoe Co., St. Louis, Mo.; Robert N. Wallis (presi- 
dent, Controllers Institute) Dennison Manufacturing 
Co., Framingham, Mass.; L. E. Felton (national di- 
rector, CIA) Green Giant Company, Le Sueur, 
Minn.; W. C. Jones (national director, CIA and 
Conference General Chairman) Alabama By-Prod- 
ucts Corp., Birmingham, Ala.; Charles Z. Meyer 
(Foundation trustee) First National Bank of Chi- 
cago; and George W. Schwarz (immediate past 
board chairman, CIA) Wyandotte Chemicals Corp., 
Wyandotte, Mich. 
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Social Security Offset Legal 

Several retired employes of the Bell Telephone System 
have lost a court fight in which they sought to prove that the 
reduction of their service pensions by one half the amount 
of Social Security is illegal. The U.S. District Court, North- 
ern District of Illinois, held that the Social Security Act in no 
way freezes a worker's service pension. It also found that 
under a company-paid retirement plan an employe may earn 
a right to a pension computed in accordance with the terms 
of the plan but does not have a vested right to a specific 
amount of money. 


NLRB Lowers Limit on Hearing Cases 

The NLRB has broadened somewhat the standards under 
which it takes jurisdiction in labor-management disputes. 
Under the new terms, cases will be taken where an employer 
sells $100,000 a year or more of goods or services to a firm 
directly involved in interstate commerce even though the 
goods or services do not actually go into interstate commerce 
themselves. Formerly, the minimum sales for goods not in 
interstate commerce was $200,000. 


Tax Deductions for Pension Contributions 

Corporations which have taken over the properties and 
liabilities of a subsidiary under a tax-free liquidation may 
use as a tax deduction—under certain circumstances—any 
excess contributions made by the subsidiary to a qualified 
pension plan. 


Tax Credits 

For the purpose of computing tax credit for intercorporate 
dividends and for Western Hemisphere trade corporations, 
capital gains are to be included in net income. 


Government “Businesses” Hang On 

The House Appropriations Committee vetoed a Defense 
Department proposal to close four of its commercial-type 
activities. The Committee said that comparable private com- 
mercial facilities are not available to fill the need met by a 
chain manufacturing facility at Boston, a ropewalk at Boston, 
and paint manufacturing operations at Mare Island, Cali- 
fornia and Norfolk. 
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Liquid Medical Expenses 

IRS has ruled that a taxpayer who purchases and drinks 
bottled distilled water merely to avoid drinking city 
fluorinated water may not deduct such costs as medical ex- 
penses. 


“Net Worth” Factor Redefined 

The Renegotiation Board has redefined its use of the net 
worth factor in renegotiation determinations. The state- 
ment denies industry criticism of improper use of the net 
worth factor and says that while reasonable profits are de- 
termined in every case by an over-all evaluation of all the 
statutory factors rather than by the application of any fixed 
formula with respect to rate of profit on sales or rate of return 
on net worth or capital employed or any other formula, it 
cannot be construed that the return on net worth can properly 
be ignored in an appropriate case. 


The Tax on Illegal Business 

The U.S. Tax Court, in a precedent-setting decision, has 
ruled that bookies cannot deduct wages they pay to employes, 
The decision marks a sharp departure from many previous 
opinions by the Court which allowed deductions of legiti- 
mate expenses by illegal businesses. Federal tax laws are 
silent on the subject of expenses of illegal businesses. 


Executive Reservists 

ODM has authorized the recruitment of executive reserv- 
ists by federal agencies having essential wartime functions. 
The DMO authorizes the agencies to launch a training pro- 
gram for qualified men and women volunteering to fill execu- 
tive government posts in the event of mobilization. 


Retirement Income 

A new law lowers from 75 years to 72 years the age at 
which old folks can earn unlimited amounts of money and 
still get the $1,200 retirement income tax credit authorized 
in 1954. The law also provides that persons between 65 and 
72 can earn up to $1,200 a year without reducing the credit. 


Uncle Sam, Landlord 

The latest inventory of real property owned by the Gov- 
ernment indicates that Uncle Sam owns 384,916 buildings 
which cost $14.5 billion and enclose 2.2 billion square feet 
of floor space. He also has $15.6 billion of “‘structures and 
facilities’ —things like dams and reactors—and he owns 
408 million acres of land, most of it grazing land, valued at 
$2.4 billion. The inventory, made by GSA, took in 11,777 
domestic ‘‘installations’’ costing $32.5 billion. The inventory 
cost about $60,000 but is expected to pay for itself by mak- 
ing it easier for agencies to see what they don’t need. 


Cast Your Bread Upon the Waters. . . . 

Internal Revenue hopes to publish a special booklet de- 
signed to untangle the tax code for the lawmakers who 
tangled it in the first place. The tentative target date for 
publication is September 1, 1956. 

—BEN JAMIN R. MAKELA 
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Best way to handle 
accounts receivable 


records 


See how Brown & Bigelow, 
world-famous producer of 
“Remembrance Advertising,’ saves 
$4,872 per year by putting its debits, 
credits and checks on Recordak Microfilm 


$1800 saved in clerical costs. 


What used to be a full day’s job now takes less than 
an hour. Tedious filing and clerical steps are elimi- 
nated by photographing documents in a Recordak 
Supermatic Microfilmer. More than 500 checks—or 200 
letter-size records—can be copied in 1 minute. 


$560 saved in storage cases and warehouse space. 
Recordak Microfilms made during the last 5 years do 
not quite fill 2 small cabinets. 


$2000 saved in time lost “digging” for records in 
vault. Recordak Microfilm copies are at the finger tips... 
ready for immediate review in a Recordak Film Reader. 


$600 saved in time spent moving material to vault. 
Before, thirty persons had to take a 5-minute time-out 
every day to do this job. 


| 

| 

| 

| 
Brown & Bigelow uses | 
new Recordak Supermatic | 
Microfilmer which photo- | 
graphs at 40 to 1 reduction | 
—highest available today in 
16mm. automatic machines | 
| 

| 


**Recordak” is a trademark 








$1050 saved by eliminating binders formerly used 
in posting debits and credits. 


$170 saved in office to warehouse transportation 
costs. 


$560 saved on warehouse searches . . . inventory. 


Microfilming costs come to $1,868 which leaves an 
annual net saving of $4,872. And this figure would be 
much higher, of it were possible to add up the time saved day 
after day by referring to data on Recordak Microfilm. 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming 
—and its application to accounting routines 


<< MAIL COUPON TODAY 
RECORDAK CORPORATION (Subsidiary of Eastman Kodak Company) 
415 Madison Avenue, New York 17, N. Y. U-4 
Gentlemen: Please send full story on Recordak’s 
application to accounting routines. 


Position 





Name 





Company. 





Street 





City State 
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How To Gain An Extra Hour Every Day 


Ray Josephs 


RAY JOSEPHS, author of the book, “How To 
Gain An Extra Hour Every Day’ (E. P. Dutton 
& Co., Inc. $2.95), is a leading public relations 
executive who is in daily contact with many of 
America’s top industrial and government 
leaders. Warm and friendly, Mr. Josephs is no 
mechanical robot. But he does manage to hold 
down three full-time jobs—consultant, author 
and lecturer—and enjoy an active social life as 
well, by making every minute count. No arm- 
chair philosopher, Mr. Josephs visited offices 
and factories, farms and laboratories, simple 
homes and elaborate mansions, in doing research 
before dictating his book. Based on that research, 
he has prepared these articles. (From his wife, 
Juanita, Mr. Josephs tells us “came many of my 
time-savers for the home.” ) 


IME saved is money in the bank. Presi- 

dent Eisenhower, Bernard Baruch, Mrs. 
Eleanor Roosevelt, Dr. Norman Vincent 
Peale, and scores of others with whom I 
talked told me that gaining an hour every 
day meant more leisure time to enjoy life, 
and a more productive working day. 
Either way, they profited. So can you. 

Here are some tips on how many busy 
personalities have managed to stretch their 
working time, instead of letting it tick 
away from them: 

If you start each day by straightening 
up your desk or workbench, you're spend- 
ing valuable morning minutes—time 
when your mind is freshest—on a routine 
job. Try clearing up your work area be- 
fore knocking off in the evening. Then, 
you can begin the next day doing jobs that 
are really important. You'll get those jobs 
done faster and better. 

If you really know your job, there’s not 
an efficiency expert in the world who can 
save more time than you can—just by 





thinking and planning. Don’t get into a 
mental rut. Always be on the lookout for 
time-saving opportunities. 

Even the most brilliant efficiency ex- 
perts (and the most conscientious job- 
holders, too) ask themselves four basic 
questions in an effort to save time: 


1. Are there any unnecessary details to 
my job which I can eliminate, or necessary 
details I can simplify? 

2. Can I combine two or more tasks, 
getting both done in less time than it 
would take to do them separately? 


THE OLD TIMER. 





Me 


“It's a wise man who won’t let yesterday 
use up too much of his today.” 


3. Can I rearrange the order in which 
I perform the steps in my job? (Some- 
times, for example, time can be saved by 
gathering together all the materials neces- 
sary for a job before starting it. In other 
cases, it’s better to take the job to the ma- 
terials. ) 

4, Can I use a better put-away system 
to save time on the make-ready of the next 
job? 











CAN YOU HELP? 


In recent months I have read a great deal about the ad- 
vantages of “whole-dollar’’ accounting, but I have seen 
nothing about firms that have found it unsatisfactory. I 
would appreciate any comments from readers on this point. 


—K. F. H. 


The editors will be glad to supply a summary of all comments 
to all those who answer K. F. H.’s query. Address replies to THE 
CONTROLLER, Two Park Avenue, New York 16, N.Y. 
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One efficiency engineer, Dr. Lillian Gil. 
breth, suggests that you remember to tel 
fellow workers, neighbors and friends of 
the time-saving devices you develop, 
You'll be doing others a favor, and you'll 
almost surely get something in return. 

Once you've selected the most efficient 
way to do the job, you can save time by 
starting off with a bang. A brisk walk or 
some stimulating calisthenics can clear 
your mind of any early-morning cloudj- 
ness. You'll not only work better, but feel 
better too. 

Keep your work area as neat as possible. 
Albert Einstein was reportedly able to con- 
centrate anywhere, any time. If you're an 
Einstein, forget neatness. But if not, you'll 
find that cleaning up the clutter—making 
your work setting as attractive as possible 
—will help you get more done in less 
time. 

Do your eyes feel tired and strained at 
the end of the day? While doing research 
I learned that two out of five Americans 
are working at half or Jess of their normal 
efficiency because of poor vision. You can 
save minutes, perhaps even save your 
sight, by testing your eyes periodically, 
getting glasses if you need them, and 
wearing them once you've bought them. 

Let machines do as much of your work 
for you as possible. That’s what machines 
are for. Top executives know this, and so 
they use dictating machines to save the 
hours a week they'd otherwise spend wait- 
ing for secretaries to come in, sit down, 
arrange a pad, etc. They not only save 
their own time, but their secretaries’ time 
as well. Think for a moment: Is there any 
way you can make better use of machines 
to save time? 

Lengthy visits from co-workers can rob 
you of precious minutes—hours, in the 
course of a month. Here are some ways to 
quiet ear-benders without offending them: 

When time is running out, look at your 
watch or the clock on the wall and sound 
surprised at how late it is. Wonder out 
loud how you'll ever get all your work 
done (as well you may wonder if your 
visitor is really long-winded!) 

Another effective technique is to af 
range for a neighbor to interrupt, perhaps 
ask you a question, when it becomes ap 
parent that your time is being taken up un- 
necessarily. Do the same for your neighbor 
and you'll both save time. : 

If even your neighbor can’t get im 4 
word, start coughing continuously, clap 
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your handkerchief over your mouth and 
run away shaking your head apologeti- 
cally. 

Or, if you prefer, just excuse yourself 
politely and leave for a minute or two. No 
need to explain where you're going—ear- 
benders have all the answers, and a good 
imagination to boot! 

Set yourself a goal. Dr. Daniel Poling, 
world-famous clergyman and author, says, 
“Years ago I started dividing my day into 
15-minute time segments. I learned to 
compress into a quarter hour what might 
previously have taken 20 to 30 minutes, 
thus gaining an hour or two daily. Now 
I no longer need the time segments. The 
habit is practically automatic.” 

You may not decide on goals for each 
15 minutes—perhaps morning goals or 
all-day goals will be better for you. But 
no matter what period of time you select, 
decide in advance how much you hore to 
get done in that period, then do it. After 
awhile, it will become almost like a game, 
and you'll be a winner every time. 

“Detour the details’—that’s the time- 
saving system used by Admiral Robert B. 
Carney, Chief of Naval Operations. As 
the Admiral explains it, it’s the job of his 
assistant to see that ““Any matter which 
can be handled by a competent subordi- 
nate is not permitted to reach my desk. 
This device probably spares me as much as 
an hour to three hours daily.” 

But suppose you're an assistant. Can 
you “detour the details?” Well you can, 
if you make a group of folders on your 
desk into your “assistant.” Slip each day’s 
accumulation into its proper subject 
folder, in chronological order. Then, 
when the boss asks, ‘“Where is that letter 
I wrote on such-and-such a subject the 
other day?” your “‘assistant’’ will have the 
letter ready and waiting. 

There are many more ways in which 
you can save time—many of them you'll 
think of yourself if you look for them. 
The important thing is to look! You can 
do a better job—advance faster—have 
more time for yourself—if you learn to 
gain an extra hour every day. 


French Company Adopts 
Employe Profit-Sharing Plan 

Insecticides Geigy, with headquarters in 
Paris, France, has initiated a profit-sharing 
plan for its employes directly concerned 
with production, mainly nonsupervisory 
personnel. They are among the first of 
major French corporations to embark on 
such a program. 

A 22-page brochure issued to its em- 
ployes tells them about the plan and what 
they can do to increase their personal 
share of the profits. The brochure, replete 
with cartoons and charts, explains the 
method of determining the monthly profit 
share and urges them to work to lower 
costs and expenses while increasing sales. 
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You've a Date in Daylon.. . “ER 





CONTROLLERS INSTITUTE 


May 20-22 


SPONSORED BY THE DAYTON CONTROL 


Program 


AUTOMATION AND ITS EFFECTS ON BUSINESS 


James A. Dollard, International Business Machines Cor- 
poration, New York 


AN ECONOMIST'S VIEW OF BUSINESS 


Arthur R. Upgren, Dean, Amos Tuck School of Business, 
Dartmouth College 


TAKING THE MYSTERY OUT OF IDP 


Panel Discussion—Standard Register Company 


MANAGEMENT PLANNING AND CONTROL: 
A CASE STUDY OF H. J. HEINZ COMPANY 


Panel Discussion 


EXTRA DIVIDENDS 


Trip to Standard Register Company 
Reception for Members 
Special Events for the Ladies 











Biltmore Hotel . Dayton, Ohio 
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Des Moines, Jowa 


The Iowa Control of Controllers Insti- 
tute dedicated its March meeting to honor- 
ing C. P. Van Dyke, controller of Iowa- 
Illinois Gas & Electric Company, Daven- 





port, Iowa, who retired from his company 
at the end of March. 

The camera caught the following presi- 
dents of the Control: (Left to right) Mr. 
Van Dyke, guest of honor, who served 
from 1948-1950; Edward H. Fries, 1950- 
1952; Rowland G. Wright, 1952-1953; 
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LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Payson Hall, 1953-1954; Karl M. Torger- 
son, 1954-1955; Lewis F. Jolly, 195s. 
1956; and Harry C. Hahn, comptroller, 
Wisconsin Telephone Co., Milwaukee, 
Wis., who is vice president of Region 
VIII, Controllers Institute. 


RIGHT BELOW 


Los Angeles, Cali, 


Paul Kircher (Jeft), associate professor 
of Accounting at University of California 
at Los Angeles, holds a scroll presented 
to him by the Los Angeles Control of 
Controllers Institute in appreciation of his 
services as editor of the Control News 
Letter and for his interest and enthusiasm 





for all Control activities. Making the pres- 
entation is Wilbur R. Andreson, assistant 
general manager, Bekins Van & Storage 
Co., Los Angeles, who is vice president of 
the Control. 

Dr. Kircher was author of an article in 
the March 1956 issue of THE CONTROL- 
LER entitled ‘Integration of Data-Process- 
ing Requirements and the Design of Elec- 
tronic Equipment” and is author, with 
George Kozmetsky, of ‘Electronic Com- 
puters and Management Control’ pub- 
lished early in 1956 by McGraw-Hill. 

The citation reads “for initiating the 
Los Angeles News Letter in October 1954 
* for his service as its first editor * for the 
dedication of his talents, his unique style, 
humor and human interest, as evidenced in 
its dynamic authorship * for his interest 








and ent 
trol acti 
persona: 


The : 
Angeles 
held or 
Eaker, 1 
vice pre 
Housto! 
Wage a 
in deta 
which h 
success 
aggressi 

He s 
maintai 
level, 9 
power : 
portanc 
rected | 
to “‘sell 
and ecc 
the hig 
ganda 2 
war; af 
better t 
tives in 

Left 
ander | 
Hughe: 
Calif. ; 
Consol: 
Steel C 
Eaker ; 
general 
Compa 
dent of 


Navi 
Cont 
~ Ceil 
THE C 
cipient 
to-Indu 
stowed 
after c 
New Y 
organi: 
tributic 
further 
ganizat 

Mrs. 
graphi 
chosen 
basis o 
contrik 
Wome 
opmen 
idea aj 
zations 
25th a 
& Swa 
Printir 

Mrs 
dent 
New ° 
ceive t 
so hor 


THE CC 








and enthusiasm for all Los Angeles Con- 
wol activities, and * for his warmth of 
personality and friendliness.” 


LOWER LEFT (PAGE 176) 

The speaker at the meeting of the Los 
Angeles Control of Controllers Institute 
held on February 16, 1956 was Ira C. 
Eaker, Lt. General USAF (Ret.) and now 
vice president of Hughes Tool Company, 
Houston, Texas. His talk was on “How To 
Wage a Cold War,” in which he discussed 
in detail several principles and policies 
which he regarded as essential for eventual 
success in opposing Soviet doctrines and 
aggression. 

He stressed the prime importance of 
maintaining our military power at a high 
level, with particular attention to air 
power and missile development; the im- 
portance of properly conceived and di- 
rected propaganda throughout the world 
to “sell” our philosophy of government 
and economic way of life and to combat 
the highly developed and effective propa- 
ganda activities of our enemies in this cold 
war; and, the need for better selection and 
better training of this country’s representa- 
tives in diplomatic service. 

Left to right in the picture are: Alex- 
ander MacGillivray, director of Finance, 
Hughes Aircraft Company, Culver City, 
Calif.; C. Granniss Bonner, treasurer, 
Consolidated Western Steel Division, U.S. 
Steel Corporation, Los Angeles; General 
Eaker; and Wilbur R. Andreson, assistant 
general manager, Bekins Van & Storage 
Company, Los Angeles, and vice presi- 
dent of the Control. 


Navigators’ Award to 
Controller Assistant Editor 


“ Ceil Smith Thayer, assistant editor of 
THE CONTROLLER since 1950, was the re- 
cipient of The 1956 Navigators’ Service- 
to-Industry Award. The high honor, be- 
stowed annually by vote of a special jury 
after consideration of nominees from all 
New York City “after-hours” graphic arts 
organizations, recognizes outstanding con- 
tributions toward the “development and 
furthering of the goals of one or more or- 
ganizations in the graphic arts field.” 

Mrs. Thayer, active professionally in 
gtaphic arts during her entire career, was 
chosen, according to the citation, on the 
basis of her “distinguished extracurricular 
contributions to the Club of Printing 
Women of New York and for the devel- 
opment and editing of an innovational 
idea applicable to all graphic arts organi- 
zations” as evidenced in the Club’s 64-page 
25th anniversary book, “Antique, Modern 
& Swash: A Brief History of Women in 
Printing.” 

Mrs. Thayer, a leader in and past presi- 
dent of the Club of Printing Women of 
New York, is the seventh person to re- 
ceive the award and the first woman to be 
so honored. 
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AN INTRODUCTION TO ECONOMIC REASONING* 


By Marshall A. Robinson, Herbert C. Morton 
and James D. Calderwood 


Reviewed by BENJAMIN R. MAKELA 
Controllers Institute of America 


New York, N. Y. 


For those who want better and less ex- 
pensive government, and for those who 
just want less government, one possible 
avenue is to educate the voters to distin- 
guish between fact and fiction, especially 
on the issues that involve economics. If 
it were possible to think clearly, and act 
accordingly, one could look forward to 
the day when all issues would be decided 
on their merits. Quite obviously, that ideal 
state of affairs does not exist and it is 
easy to find examples of irrational think- 
ing and action. 

Today, the average American may feel 
that his taxes are too high and he may or 
may not agree with all the programs for 
which the Government spends money, but 
his basic problems and reservations are 
no different from those of a decade ago or 
ten decades ago. Government and econom- 
ics are inextricably intertwined and only 
the foolhardy would attempt to separate 
the two or consider one without the other. 

If one can accept the premise that the 
majority of people do not reason as well 
as they should, and if one can agree that 
an understanding of economics is neces- 
sary for intelligent decisions on practically 
every issue, it is logical to ask whether the 
layman can do anything to sharpen his 
thinking on economic issues. 

The suggestion for the book under re- 
view came originally from the Fund for 
Adult Education while the president of 
the Brookings Institution proposed the 


* Published by The Brookings Institution, 
Washington. 6, D. C. $3.00 


approach that was actually followed. The 
authors make no claim to originality as to 
the information presented but they are, 
to a certain extent, pioneers in this field 
because very little is available on their 
subject. Unlike many books which may re- 
flect untested ideas, the present study was 
originally prepared for the use of adult 
discussion groups so that the topics cov- 
ered, and the length of the volume, were 
dictated by the needs of these groups. 

The authors do not pretend to be able 
to present a complete discourse on eco- 
nomics nor do they presume to be able to 
strip people of their prejudices. Their ob- 
jective is to present a way of thinking 
about economic issues. With each chapter 
are suggestions for additional reading. The 
materials selected have been chosen for 
the — of helping the reader to ex- 
pand his general background rather than 
try to give an extensive bibliography for 
those interested in detailed analysis of 
specific problems. 

For one ambitious and courageous 
enough to attempt to discuss economic 
reasoning, there are at least three possible 
approaches. The first would be, essen- 
tially, to teach people how to reason and 
then assume that they can think logically 
in any field. The second would be to teach 
people everything there is to know about 
economics and then assume that they could 
apply their new-found knowledge intelli- 
gently to economic problems. The third 
approach would be to give some of the 
facts of economic life and then show how 
those facts should be used to arrive at 
sound conclusions. 

To adopt the first method would mean 
merely another book on reasoning and 
logic. To attempt to condense all the avail- 
able economic knowledge into one volume 
would indeed have been foolish for even 
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the experts of today can scarcely claim 
more than a working knowledge of their 
chosen field. Perhaps one of the best jn. 
dications of the advance of civilization js 
to compare the well-educated man of 4 
few hundred years ago who could easily 
master a working knowledge of every art 
and science with the well-educated man 
of today who can, at best, hope to know 
only a smattering of any one field. 

The authors have rejected the first two 
courses in favor of a middle-of-the-road 
approach which combines a discussion of 
some of the basic economic issues with 
suggestions as to how sound decisions 
can be reached. 

The discussion is limited to the major 
economic issues which this country faces, 
After a general consideration of economic 
problems and goals, the economy and its 
income, prosperity and depression and 
economic growth, they turn to more specific 
questions such as competition in our econ- 
omy, labor and unions, debts and money, 
controlling business fluctuations, interna- 
tional economic policy, and government 
and the American economy. 

Rather than summarize the approach on 
each of these questions, it would be better 
to mention briefly the method by which 
the authors feel a way of thinking can be 
taught. To begin with, the problems are 
explored from the standpoint of (1) their 
effects on the growth and stability of our 
national income and (2) their effects on 
the structure of our economic system. The 
authors concentrate on such problems and 
their background in order to illustrate the 
way that economic analysis can help the 
layman. 

The stage for economic reasoning 1s set 
very neatly in the early part of the book 
when the reader is warned against several 
types of errors that frequently creep into 
economic discussions: 

The first is the fallacy that if one thing 
precedes another the first is the cause of 
the second. 

The second is the error of thinking that 
a single factor causes a given result when, 
in fact, a combination of factors may be 
responsible. 

The third is the fallacy of supposing 
the whole to be like the parts with which 
one is familiar. 

Next is the fallacy that if things have 
happened in a given sequence in the past 
they will happen that way again. 

The fifth is the error of wishful think- 
ing. 
The last one may be called “‘personifica- 
tion” of a problem. 

Examples of each of these fallacies are, 
of course, well known and need not be 
discussed here. 

Certain tools used by economists are de- 
scribed briefly. These include reference 
to data gathered on wages, prices, em- 
ployment and other economic factors. An- 
other tool of economic analysis, sometimes 
called ‘‘model building,” involves the use 
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of assumptions to simplify the analysis of 
a complicated situation. 

If one can avoid the pitfalls caused by 
fallacies and then employ the various 
tools, the authors conclude, economic de- 
cisions can be made by following certain 
steps, such as: 


1. Identify the problem and clarify the 
issues by studying their background 
and origin. 

2. Identify the objectives and require- 
ments that must be met in treating the 
problem. 

3. Pose the alternative courses of action 
and analyze their consequences. 

4. Appraise the alternatives and decide by 
determining how well each alternative 
fulfills the objectives and requirements. 


An idea of how the authors treat each 
of the problems mentioned previously may 
be gleaned by condensing the section on 
international economic policy. In the spe- 
cific case of foreign aid, the problem and 
issues are covered in nine paragraphs 
which state, briefly, the geographic dis- 
tribution of aid, the change in purpose 
from economic assistance to objectives 
which became increasingly political and 
military in mature, and the criticisms 
voiced by some Americans as to whether 
the objectives can be attained and whether 
we can afford them. 

The objectives and requirements of for- 
eign aid are identified by a simple state- 
ment that the United States wants to re- 
sist the spread of communism and wants 
other countries to have strong economies, 
while, at the same time, Americans 
should have some relief from their tax 
burdens. 

The authors limit their exploration of 
the alternative courses to two: (1) cut 
foreign aid and reduce taxes or (2) con- 
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tinue the program as it now exists. These 
two alternatives are discussed in six para- 
graphs which do little more than sum- 
marize the major arguments offered for 
both courses and which make no comment 
on the validity of the arguments. The ap- 
praisal of the alternatives is limited to a 
single paragraph which says: 

“There seems to be rather widespread 
agreement on the over-all objectives of 
foreign assistance. But important differences 
of opinion arise over the means of achieving 
the objectives. For this reason, it is highly 
important to carefully analyze the effects of 
different programs. It is especially important 
because the stakes are high and, in the long 
run, foreign economic policy may determine 
whether our economic and political system 
will survive.” 


An attempt to summarize the thinking 
and writing of the book, such as the above, 
might do violence to the spirit of the au- 
thors were it not remembered that the au- 
thors themselves are interested in showing 
only the way of economic reasoning for 
general purposes rather than the “how” 
for specific purposes. 

Each of the chapters is summarized, for 
the convenience of the readers, by a list- 
ing of the ideas stressed. In the chapter on 
“Prosperity and Depression,” for ex- 
ample, the authors state that the following 
ideas have been stressed: 


1. Economic fluctuations do not occur at 
regular intervals and their severity 
varies from cycle to cycle and their 
impact on each industry differs. 

2.. Cycles can be analyzed by using the 
breakdown of gross national product 
and then we can find out why the vari- 
ous types of spending changed. 

3. Consumer spending is the largest and 
most stable part of aggregate demand 
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and government spending reflects , 
number of social objectives. 

4. Some fluctuations are cumulative and 
the multiplier effect of investment can 
increase the flow of consumption. The 
acceleration principle may lead to large 
changes in outlays for investment but 
not all fluctuations need be cumulative 
as some will correct themselves. 


The impressions that one gains after 
careful reading of the book can be varied, 
The first is unbounded admiration for the 
authors who have attempted a difficult un- 
dertaking in an objective and conscien- 
tious way. A careful reader might interpret 
isolated passages as being in conflict with 
the announced purposes of the book but 
it is unlikely that any fair-minded reader 
could charge the authors with distortion 
of the basic facts or alternatives of any of 
the issues discussed. Indeed, the attempt 
to be completely neutral on all issues 
might well exasperate some readers who 
would wish for reasons to support their 
conclusions. 

A second impression, and a more cyni- 
cal one, might be to ask whether the book 
accomplished its purpose. It is easy to un- 
derstand that one must identify the prob- 
lems and objectives and then pose the al- 
ternatives and appraise them, but how can 
this be done? Assuming that one is aware 
of the errors that can creep into economic 
thinking, it would still be difficult to as- 
sess the relative merits of arguments for 
and against any specific issue. For any pro- 
posed course of action, it is relatively easy 
to list the alternatives, but the problem of 
evaluation involves far more than a mete 
directive to “think.” 

The careful reader will quickly con- 
clude that the material presented on any 
single economic problem is hardly sufh- 
cient to make intelligent decisions. Yet, 
he may wonder whether he would have 
been any further ahead if the authors had 
explored more fully any one of the issues 
rather than sketching roughly the bare out- 
line of a number of issues. Bearing in 
mind, however, that the authors are in- 
terested only in showing a way of think- 
ing one might conclude that they would be 
satisfied if their readers would be stimu- 
lated enough to get basic facts in any of 
the economic issues discussed and then 
apply the reasoning techniques. 

A final impression could be in the form 
of a criticism by those who believe that 
the best government is the government 
that governs least. While the authors have 
been very careful to be impartial in their 
presentation of the issues and the alter- 
natives, there are many instances where it 
is evident that they have an implicit ac- 
ceptance of “big government.” It may be, 
however, that they accept today’s trend as 
being natural and right and see no need to 
question whether the Federal Govern- 
ment should intervene in the affairs of the 
economy to the extent that it now does. 
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Streamlined Inventory Control 
and Stabilized Production Planning 


(Continued from page 164) 


Many companies are finding that it is 
sound business to borrow money for in- 
ventories built for this purpose. The 
costs and penalties of intermittent pro- 
duction represent a very high operating 
charge. Any decision regarding major 
inventory investment is a responsibility 
of top management. Such a policy 
should be fully developed, formalized, 
communicated to its administrators, and 
be carefully checked at regular intervals. 
This program should have dollar limits 


for the various inventory levels which 
will reflect the program authorized by 
management. 


7—SEPARATE PROGRAMS FOR PARTS 
MANUFACTURING AND FOR ASSEMBLY 
Separate policies for the manufactur- 
ing of parts, the purchasing of parts and 
the assembling of purchased and manu- 
factured parts into sub- or final assem- 
blies will provide flexibility of opera- 
tions, will limit inventory investment, 








What's so different about this calculator ? 


What puts this calculator in a class 
by itself is hidden under its keyboard. 
Instead of the jarring, stop-start ratchet 
drive used in conventional calculators, 
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mechanical heart of a Marchant. 


This smoothly-geared mechanism is 
exclusive with Marchant. It rotates the 
continuously-flowing dials at a speed 
up to twice the highest speed attainable 
by any other calculators, without being 
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subjected to constant metal-on-metal 
clash of the stop-start type of drive. 
Therefore, a Marchant calculator keeps 
on delivering smooth, quiet service year 
in and year out over a longer lifetime. 

Yes, it is important to look under the 
calculator keyboard. Take a look there. 
Take a good look beyond. Call in the 
local MARCHANT MAN. What he 
has to show and tell will be of great 
interest to you, of great importance to 
your business. 


MARCHANT CALCULATORS, inc. 


OAKLAND 8, CALIFORNIA 





and will enable the production load to 
be treated in its basic elements, 

Each manufactured part has its own 
characteristics and will be ordered ac. 
cordingly. A plan can be developed for 
carrying out this objective by having the 
“A” parts ordered in greater quantities 
during the seasonal lull, which automat. 
ically increases the reserve stock availa. 
ble to meet the seasonal peaks which are 
reflected in the increased assembly 
schedule. A review can also be made of 
“B” and “C” parts and orders placed 
for those items which are approaching 
their reorder point. This saves machine 
time in the busy season and helps de- 
livery to customers. 

A separate policy is required for pur- 
chased parts since there is usually no ad- 
vantage to having them received ahead 
of the time when they are required for 
final assemblies. The Purchasing De- 
partment can carefully analyze and 
schedule the receipts of such parts with 
the vendors on such a basis as to have 
the vendor protected for the necessary 
inventory of raw materials which might 
be required for the final purchased parts. 
This keeps the inventory investment at 
a minimum and yet affords protection 
to the vendor in order to guarantee a 
smooth flow of purchased parts in the 
busy season. Many vendors are willing 
to carry a stock of finished parts built 
ahead in order that they may level their 
productions. The vendor retains title to 
the parts and is protected since he knows 
the anticipated usage schedules of the 
customer. 

The policy for the control of subas- 
semblies and final assemblies should be 
carefully developed because of their ef- 
fect on inventory investment, the flexi- 
bility of parts, and the storage problems 
created. Generally speaking, it is easier to 
increase the production tempo of assembly 
lines than the production of parts. Under 
modern production methods the number 
of stations on the line can be increased 
and additional subassembly lines can be 
created to feed into the main assembly 
line. 

A careful review should be made of 
the production’ drawings and produc- 
tion practices relating to stocked subas- 
semblies. It is important that they be 
kept to a minimum. Properly controlled, 
they can be used for building up stock 
ahead of the assembly line if the con- 
sideration of storage and value meets 
the tests of such practice. In many situa- 
tions it is better to treat them as sublines 
which are started earlier than the main 
assembly lines and are feeder lines. In 
this situation a bank of such line assem- 
blies is created ahead of the main line. 

Good policies and practices relative to 
stocked subassemblies, line subassem- 
blies and final assemblies are the result of 
close and careful considerations on the part 

(Continued on page 184) 
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ie Commercial Credit reports 
wn 
ac- ONSOLIDATED net income of the finance companies, insurance past five years, and on December 31, 1955 was $37.88. During this five 
for companies and manufacturing companies from current operations, year period the Company paid cash dividends of $58,620,448 on its 
after payment of taxes, exceeded $26,000,000, the largest in COMMERCIAL common shares, and retained $55,169,440 in the business. Capital funds 
the Crepit’s history. The volume of receivables acquired by the finance of the Company on December 31, 1955 exceeded $190,000,000 which, 
ties companies during 1955 aggregated $3,677,241,749, compared with with $80,000,000 of subordinated unsecured notes, and $25,000,000 
at $2,467,968,945 during 1954. The 1955 volume of the finance companies Junior subordinated notes, provided a base of credit for borrowing 
| was larger than any previous year in the Company’s history. purposes of $295,000,000. The Company held reserves of $117,500,000 
rail The outstanding receivables of the finance companies of $1,247,545,835, available for credit to future operations, expenses, credit losses and 
are i % ab imil tstandi D ber 31 Carninge. 
were approximately 507% above similar ae a We are grateful for the continued use of our facilities by manufacturers, 
bly 1954, and were larger than for any previous year. ‘ é 
pt se x . m ; a wholesalers, retailers and customers, and the continued support of our 
of Gross written premiums of the insurance cCompenice, peas to riperheeiti stockholders, institutions and others who have provided our operating 
‘ed during 1955 were $47,056,317, compared with $33,289,952 for the funds. We appreciate the intelligent cooperation and enthusiasm of the 
: previous year. officers and employes in the handling of the Company’s operations, 
ng Net sales of the manufacturing companies during 1955 were $117,992,005, which made 1955 the largest earnings year in the history of the Company. 
ine compared with $113,584,595 during 1954. The outlook for 1956 for the Company and its subsidiaries appears 
de- Net income per common share was $5.22 on the number of shares out- satisfactory. ; 
standing and was larger than for any previous year in the Company’s E. C. Wareheim, Chairman of the Board 
history, and compares with $4.86 per share during 1954. A. E. Duncan, Founder Chairman 
The book value of the common shares has increased $12.37 during the E. L. Grimes, President 
id- 
‘ad 
‘Or P 
Je Condensed consolidated balance sheets as of December 31, 1955 and 1954 
nd ASSETS LIABILITIES 
th CASH AND MARKETABLE 1955 1954 NOTES PAYABLE, 1955 1954 
ve SRC TITIES. 6c ccsciticcccee $ 190 532 645 $ 132 855 034 SEE TERM. 6c cciescces r $ 790 319 000 $ 363 162 500 
nis RECEIVABLES: = ACCOUNTS PAYABLE AND 
ht Motor and other retail....... 816 989 402 547 831 264 AOCOGRUAES. goo ooicoccs cece 49 047 254 41 226 001 
h holesale ... 225 590 720 110 243 500 
ts. Motor and other wholesale 5 US. AND CANADIAN 
at Direct loan receivables....... 49 628 455 44 493 577 INCOME TAXES.......... 30 175 468 25 156 943 
on Commercial and other 77 195 
a receivables.......... iss 156 450 891 132053574 RESERVES................. . 77 122 671 62 771 971 
he 1 248 659 468 834 621 915 LONG-TERM NOTES........ 171 875 000 184 737 500 
1g SUBORDINATED LONG- 
It Less: unearned income....... 63 488 898 40 720 083 TERM: NOFES.... o< scvee S 105 000 000 102 500 000 
‘if reserve for losses ...... 16 385 073 12 448 330 NET WORTH: 
to Total receivables, net. . 1 168 785 497 781 453 502 Common SIGE S 6. ccccscccene 50 155 161 49 852 961 
VS Capital surplus....... Koveee 28 515 984 27 910 552 
he OTHER CURRENT ASSETS.. 27 791 421 22 231 596 
Earned surplus........ceccece 111 344 792 98 484 681 
FIXED AND OTHER ASSETS 18 449 923 15 174 820 Re ae 
mi DEFERRED CHARGES ..... 7 995 844 4 088 157 Total net worth .......... 190 015 937 176 248 194 
de $1 413 555 330 $ 955 803 109 $1 413 555 330 $ 955 803 109 
f . [ee ———s SSS Eee, See 
I. 
. A few facts as of December 31, 1955 and 1954 
0 
ly 1955 1954 1955 1954 
~ . . 9 R Net income before U.S. and 
er Gross finance receivablesacquired $3 677 241 749 $2 467 968 945 Canatunt taste 54 197 240 45 391 721 
ef Gross insurance premiums, prior Less U.S. and Canadian taxes 
ad GG FEMI 6 is vost eens 47 056 317 33 289 952 OM INCOME, . 0. erccescrccce . 28 012 310 21 162 948 
: ° ° » Net income of 
D€ Meteiemeaecingeempene. TIT SONS =H ORS OOS Finance companies. ...... ; 15 628 251 13 949 782 
ly . ° nick: aia : Insurance companies...... ° 5 877 336 7 215 929 
Gross income—finance companies $ 85 124 940 $ 75 395 990 Manufacturing companies . . 4 679 343 3 063 062 
if Earned insurance premiums, etc. 38 663 845 43 159 339 Total credited to 
Gross profit—manufacturing earned surplus....... $26 184 930 $24 228 773 
C COMMA BIME S655 a65.05 see eo we e 17 958 054 13 957 241 Common shares outstanding, 
S- OSPR Scan ccecccccue oe 5 015 5 5 
Investment and sundry income... 3 488 899 3 095 755 ener yee tins ‘— 
e Common stock per share 
1, Gross income...........0+++ 145 235 738 «135 608 325 Net income. ........-+-cee0 $5.22 $4.86 
U.S. and Canadian tax on 
Total expenses and reserves, etc. 66 116 446 67 330 721 OS GS eae te eee Te 5.58 4.24 
: Interest and discount charges... 24 922 052 20 602 557 Dividends, .........-.cse0ee 2.65 2.60 
S 
Provision for past service benefits I ao — ao - f bh Me ae 37.88 35.35 
ag r nterest an iscount Charges— 
n under amended retirement plan 2 283 326 CUM GAE. 5. cv ccc ccccevies 3.17 3.31 
. {Dividend increased to annual rate of $2.80 from October 1, 1955 
n 
Z Offering services through subsidiaries in more than 400 
offices in the United States and the Dominion of Canada. 
0 
\- ° 
COMMERCIAL CREDIT COMPANY Bottimore 2, Maryland 
Copies of our 44th Annual Report available upon request 
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Streamlined Inventory Control 
And Stabilized Production Planning 


(Continued from page 182) 


of the Engineering, Industrial Engineer- 
ing, Production Planning and Production 
Supervisory personnel, all having a clearly 
defined objective upon which to base 
their composite decision. All their 
knowledge is required to develop and 
reduce to practice sound policies for the 
control of asemblies. 


8—RELATIONS WITH VENDORS 

A smooth flow of production is diffi- 
cult to obtain without good relation- 
ships with vendors. Policies should be 
developed which will interest good 


vendors in establishing—and maintain- 


ing with the customer—records of relia- 
bility of delivery, good quality of mer- 
chandise, and a fair price structure. In 
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NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
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return, they should expect reasonable 
requests for deliveries with considera- 
tion given to good ordering quantities. 
Suppliers do not expect to have purchas- 
ing orders placed for a year’s supply of 
the valuable items. On the other hand, 
they do expect and encourage ordering 
of low-value parts on as infrequent a 
basis as possible. 

They will appreciate being furnished 
projection of anticipated requirements 
with progressive segments of the pro- 
jection being firmed up as commitments. 
This enables them to make their own 
company plans on a better basis. In many 
situations they are willing to carry some 
stock if it can be proven that they will 
have steady and profitable relationships 
with the customer. 

Any of the above advantages can be 
achieved by carefully developed pro- 
duction programs and by interchange of 
information between the vendor and the 
customer. In many situations the vendor 
can make suggestions as to improvement 
in design specifications, which will per- 
mit price reduction by the vendor without 
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HIDDEN PROFITS 
tn Your Ginms Insurance! 


e Insurance has, in the last few years, become so com- 
plicated that many corporations are finding it advisable 
to have outside audits made of their insurance. Such an 
audit, made by a concern not trying to sell insurance, 
but rather offering a comprehensive study of your 


clients’ coverage, should result in substantial savings. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 
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sacrifice in product acceptability. This calls 
for close relationship between the Engi- 
neering, Manufacturing, and Purchasing 
personnel and the vendor. 

The records of the Purchasing De. 


partment should be established to 
quickly reveal unreliable vendors whose 
quality, price or deliveries are unsatis- 
factory. Such records should be used to 
correct the situation by satisfactory per- 
formance or by the changing of vendors, 

A company policy can be developed 
which provides for at least two vendors 
as sources. This provides protection 
against interruption in the supply and 
also develops competition between the 
vendors. Such a policy should be ex. 
plained to the vendors and requires the 
engineering specifications being written 
to permit such practice. 


9—GOOD STOREROOM OPERATIONS 

Programs designed for a steady flow 
of production require good storerooms 
and good storeroom procedures. Poli- 
cies should be developed for having 
well-protected and controlled stores 
areas, for the storing of parts having 
similar characteristics in similar storage 
equipment, for the receipt and issue of 
parts using the proper transaction pa- 
per, and for daily operations being kept 
current for receipts and issues. 

Characteristics of parts as to storage 
and issue should be studied. Provision 
should be made for simplifying the han- 
dling of receipts and issues, giving con- 
sideration to simplification of paper 
transactions on inventory and produc- 
tion records. This can result in substan- 
tial improvements and savings in cleri- 
cal and storeroom costs. The time re- 
quired for the taking of inventories can 
be considerably shortened through tech- 
niques of storage, stores control, and in- 
ventory and production records. 

Examples of practices which result in 
over-all savings are the issuing of work- 
ing supplies of hardware to assembly 
lines, the bundling, tagging and issuing 
of parts in bulk lots, the designing of 
racks and handling equipment for spe- 
cial classes of items, and the purchasing 
of packaged lots from vendors which 
fit the production requirements of the 
company. 

Working hours in the storerooms can 
be established to provide a steady flow 
of parts to assembly floors while, at the 
same time, making sure that receipts of 
parts from the Manufacturing and Pur- 
chasing Departments are being 
promptly counted, reported and placed 
in their permanent locations. Interrup- 
tions in regular work can be minimized 
by having regular hours of issues with 
the cooperation of the production su- 
pervisors. 

Provision for adequate storage and 
personnel is very important to the whole 
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program of production flow. As much 
consideration should be given to the 
adequacy of storage space, equipment 
and personnel as is given to manufactur- 
ing space and personnel. Inadequate 
storage space will result in manufactur- 
ing space being used for storage, and 
also in unsatisfactory control of stores 
property with the attendant delays in 
production. 


10—PLANNING FOR CHANGES 

TO MODELS OR PARTS 

Policies relating to the changing of 
models or parts and their timing have a 
major effect on deliveries, costs and 
manpower, machine and material utili- 
zation. It is reasonable to assume that 
this major phase will receive increased 
attention in the future. So many differ- 
ent phases of the business are affected 
that improperly timed changes cause 
strains on the entire organization. 

Policies in this field should provide 
for long-range thinking on product de- 
velopment, for the detailed scheduling 
of such projects so that they are placed 
in production in off-season times, that 
changes to parts be carefully studied in 
relation to value of the part (“A”’ parts 
should receive major attention), and 
that careful consideration be given to 
existing tooling, stock on hand, and ef- 
fect on service as to interchangeability. 

Any decisions involving changes to 
parts or products should be promptly 
conveyed to the personnel responsible 
for production and inventory. This per- 
mits them to take immediate steps to 
prevent the accumulation of stock for 
parts which are to be obsoleted and al- 
lows them time to obtain new material, 
tooling and other items required for the 
proposed change. 

As the development proceeds, provi- 
sions should be made for seeing that in- 
ventory policies are carried out in the 
creation of assemblies, subassemblies 
and parts which follow inventory and 
production practices. The production 
drawings for assemblies and _ parts 
should reflect such policies since they 
are the source required to make these 
policies effective. This requires a thor- 
ough understanding on the part of the 
Engineering, Industrial Engineering, 
Production Planning and Production su- 
pervision as to the over-all policies of 
the company related to inventory and 
production philosophy. The reduction 
of the product development to the pro- 
duction design affords the opportunity 
to carry out such policies. 

Proper scheduling of work will per- 
mit the Engineering personnel being 
given an opportunity to level their work 
load through working on development, 
design and engineering change in peri- 
ods not involved on heavy work for cus- 
tomer application. 
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11—SALES FORECASTING 

Careful and accurate planning of in- 
ventories and production is based on re- 
liable sales forecasts. The expected 
trends of business are guideposts to 
point the way to decisions for short- and 
long-range programs. 

The minimum amount of forecasting 
which is necessary is an annual forecast 
which is firmed up on a quarterly basis. 
The quarterly figures are used for com- 
mitments and manufacturing schedules. 
The annual forecast affects the annual 
ordering quantities, the expected com- 
mitments with vendors, and the man- 
power and machines required to meet 
the anticipated volume. 

It is usually helpful if the quarterly 
trend is a continuous three months’ pro- 
jection because action can be taken to 
provide for the trend indicated in the 
newly added month. 

The annual forecasts should be pre- 
pared early enough to avoid having a 
gap in the long-term trends when the 
end of the current annual forecast is 
approached. 

These sales forecasts cannot be de- 
tailed to show the expected usage of the 
individual parts or subassemblies. These 
are controlled on the basis of the over- 
all indicated trend which, in turn, is re- 
flected in the projected average monthly 
usage. This is used to determine the or- 
dering and control of the individual 
part. Usually the lead time of the part 
is sufficiently short as to enable changes 
in usage trends being reflected in the 
ordering of the part when it reaches its 
reviewing and ordering point. 

The valuable items (‘‘A’’) should be 
closely checked for changes in projected 
average monthly usage and full atten- 
tion be given to those parts. Outstand- 
ing purchase or production orders 
should be adjusted to meet indicated 
changes in usage. This adjusts supply to 
the expected demand and keeps the dol- 
lar inventory in the optimum balance. 
Conversely, the less valuable items (‘“B” 
and “‘C’’) have little effect on the inven- 
tory dollars and changes in trends can 
be covered when the reviewing and or- 
dering point is reached. Under this con- 
cept the degree of attention and changes 
in order quantities and delivery date 
corresponds with the degree of value 
and investment. 


12—RELATIONS WITH CUSTOMERS 

One of the greatest assets in any busi- 
ness is its relationships with its custom- 
ers. A good part of this asset depends on 
the ability to make shipment on sched- 
ule, at a fair price and with good quality 
merchandise. 

The customers require quicker deliv- 
ery when the supply situation is ade- 
quate because they will usually prefer 
having the company act as their ware- 

(Continued on page 196) 











Total 
ACCOUNTING 


Costs 


L. L. BROWN’S 
LINEN LEDGER 


adds but 1% to total accounting 
costs ... 100% to permanent 
security and value 


“You don’t have to tell ws about 
L. L. BROWN’s LINEN LEDGER. We've 
always known it’s the finest record paper 
made — absolutely nothing to equal it. 
But the cost is too much for most of 
our requirements.” 


This is the usual comment when 
L. L. BROWN’S LINEN LEDGER is 
mentioned. And it’s absolutely right. 
L. L. BROWN’S LINEN LEDGER 7s “the 
finest record paper made.” And the cost 
is too much for most requirements. 


But the cost is actually such a tiny 
part of total accounting costs that this 
unique paper can be used to advantage 
for many more than the obvious require- 
ments. For record paper is but 1% of all 
items properly chargeable to accounting. 
If L. L. BROWN’S LINEN LEDGER should 
double this percentage (and it doesn’t), 
the effect on total costs still would be 
negligible. 


Your regular supplier of record books 
and forms knows L. L. BROWN’s LINEN 
LEDGER pérmanent record paper. He will 
gladly recommend the sizes, weights and 
colors best suited to your particular re- 
quirements. L. L. BROWN PAPER COM- 
PANY, Adams, Massachusetts. 





This UNIQUE PAPER IS A 
MATTER OF PUBLIC RECORD 
L. L. BROWN’S LINEN LEDGER 
has been used for more public 
records in more counties for 
more years than any other papers 
offered for permanent recording. 


L.L. BROWN 


LETTER & RECORD 


PAPERS gx 


“SO MUCH extra value 5 
FOR SO LITTLE extra cost” 


Since 1849 3333! 
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How a Company Raises Capital (Continued from page 157) 


Some sections of the documents such 
as a description of the business, its prop- 
erties, the competitive situation, etc., are 
usually drafted by the company since they 
are most familiar with this information. 
Other sections, such as the underwriting 
agreement, would normally be prepared 
by the underwriter’s counsel. It will usu- 
ally take weeks and sometimes even months 
before all the revisions are completed and 
the documents are drawn up in final form 
to everyone’s satisfaction. 

The utmost care should be taken in 
selecting a printer with the necessary finan- 
cial experience and adequate equipment to 
do a quality job in a minimum amount of 


time. Financial printing firms are special- 
ists in the field and can usually do the job 
better, quicker and cheaper than printers 
engaged in general work. 


RELATIONS WITH SEC 

Once the registration has been filed 
with the SEC, it is imperative that the 
deal be kept on schedule. It is con- 
sidered poor policy to have more than 
20 or 21 days elapse from the time the 
registration statement is filed and the 
security is issued. Long delays give the 
impression that there is trouble with the 
SEC or that the market is not receptive. 





How to EXPLORE 
PUNCHED-CARD 


METHODS 


Without Capital Investment 





If you are seriously thinking 
about installing punched-card 
equipment to get the speed and 
economy of automatic methods 
in your office, here’s a way to 
save time, trouble and money. 

Before you make any major 
investment, let STATISTICAL help 
you “guinea-pig” the proposed 
operations. Working with a 
“pilot”’ set-up of your contem- 
plated installation, we can 
quickly help you arrive at the 
most practical answer for your 
needs. A preliminary exploration 
can serve to (1) confirm your 


sic 








initial thinking so you can pro- 
ceed with the installation; (2) 
prove that the work can be han- 
dled more economically through 
STATISTICAL; or (3) show that 
the job should be done manually. 

Remember, it’s easier and 
cheaper to discontinue an out- 
side service than to scrap your 
own installation. 

That’s why it’s a sound invest- 
ment to talk it over with sTATIS- 
TICAL and get a factual appraisal 
of anticipated costs. Just phone 
our nearest office. 


STATISTICAL TABULATING COMPANY 


Established 1933 * Michael R. Notaro, President 


CHICAGO NEW YORK 
53 W. Jackson Blvd. 80 Broad St. 


HArrison 7-4500 WHitehall 3-8383 


NEWARK 
Nat’l-Newark Bldg. 
MArket 3-7636 
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411 N. Tenth St. 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 





ST. LOUIS 
TABULATING 
fog Wed UT Wall, ic) 
TYPING 


MAin 1-7777 


TEMPORARY 
OFFICE 
PERSONNEL 





Three important steps take place with 
respect to the registration: 


1. The SEC usually issues a “deficiency 
letter” approximately ten to twelve 
days after registration. Although 
their objections are worded in the 
form of suggested changes, these rec. 
ommendations must be followed or 
the SEC staff must be convinced the 
changes are unnecessary. 

. Amendment No. 1, called the “de. 
ficiency amendment,” answering the 
objections of the SEC, is filed within 
the next day or two, which will be 13 
or 14 days after the registration. 

3. Amendment No. 2, called the “price 
amendment,” containing prices and 
a copy of the underwriting agree- 
ment is filed about the 19th day. 


No 


The registration is finalized in a very 
short time after prices have been agreed 
upon, as the underwriters wish to offer 
the securities and perform their under- 
writing obligations as soon as possible. 
Usually the company’s officers and di- 
rectors meet in the afternoon for final 
approval, the printing is completed 
overnight and the signing takes place 
the following morning. Within minutes 
after the signing, a copy is filed by an 
attorney in Washington and the SEC 
moves to have the registration statement 
become effective within an hour or s0. 
Upon receipt of the information that the 
SEC has given its approval, the public 
offering can begin. 

While the registration is pending 
with the SEC, several important meet- 
ings are underway: 


1. A “due diligence” meeting is held, 
attended by the firm’s designated 
officers, its legal staff, accountants 
and any number of the participating 
underwriters. It is at this meeting 
that underwriters ask questions con- 
cerning the company’s policies, fu- 
ture outlook, etc., as a means of 
limiting the underwriter’s liability. 
Usually the company president ad- 
dresses the assembled group with re- 
gard to the firm’s plans, policies and 
future. 

. If the issue is to be rated, it is im- 
portant to meet with representatives 
of Moody’s, Standard and Poor's, and 
Fitch. A specified minimum rating 1s 
required in some states before certain 
trusts, savings banks, etc., are allowed 
to purchase the securities being 
offered. ; 

3. Negotiations take place with a view 
toward final settlement of the price 
and spread. This occurs approxi- 
mately two days prior to the offering. 
The object is to market the entire 


No 
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issue so that after the offering it will 
sell at a slight premium. Little stock 
can be sold if it is offered at the mar- 


ket price. 


It is sometimes erroneously concluded 
that the underwriters benefit from a rise 
in the price of the stock being issued. 
This is not true, as the underwriters 
must sell at the agreed-upon public 
offering price ; 

As an illustration, a company may 
wish to raise $5 million through the 
issuance of 100,000 common shares to 
its stockholders. If the market price at 
the time the price and spread negotia- 
tions are completed is $54, the managing 
underwriter and company may agree to 
offer the stock to shareholders at $50. 
The underwriters might receive $1 per 
share commission for their commitment 
to purchase any shares not subscribed 
for by the stockholders, and the com- 
pany would net $49 per share before 
expenses. If the new stock should rise to 
$56, the purchaser, rather than the com- 
any or underwriter, would benefit to 
the extent of $6 per share. 

If, on the other hand, the subscrip- 
tion price is $50 and the market price 
drops to $48 during the subscription 
period of two to three weeks, the com- 
pany still nets $49 per share. The under- 
writers either dispose of the unsub- 
sctibed stock at a loss or hold it until the 
market becomes more receptive. In any 
case, the payment to the company for all 
unsubscribed stock is made on the clos- 
ing date. 

The underwriter’s compensation var- 
ies considerably depending on the type 
of security being offered, the nature of 
the underwriting commitment, the de- 
gree of risk, investor interest, and the 
general condition of the new issue mar- 
ket as reflected by recent issues of the 
same type. 

Under today’s market conditions, for 
example, the underwriting fees charged 
to medium-sized and large companies 
might be 1% to 134% of the principal 
amount on the public offering of long- 
term debt, 2% to 3% on a preferred 
stock issue, 114% to 3% on a common 
stock subscription offer, and 4% to 7% 
on a direct offering of common stock to 
the public. 

The primary considerations in de- 

termining the offering price of a new 
security are: The existing level of mar- 
ket prices for bonds or stocks of com- 
parable quality and terms, and the ex- 
tent of investor interest in securities of 
this type. 
_ Public financing is one of the most 
important single undertakings in which 
4company will participate and it is of 
the utmost importance that top manage- 
ment be available during the period in 
which the deal is being consummated. 


e The following members of the Finance Management 
Committee of the New York City Control of Controllers 
Institute of America participated in the preparation of this 
report: 


Chairman 


Assistant Controller, 
Radio Corporation of America 


ELY FRANCIS 





BEN H. ASKEW Assistant to vice president-treasurer, 
International Business Machines Corporation 
Secretary-treasurer, 
Commodore Hotel, Inc. 
Controller, 

Wertheim & Company 
Assistant treasurer, 
The Colorado Fuel & Iron Corporation 
Vice president, 

General Telephone Corporation 
Assistant controller, 

Great Lakes Carbon Corporation 
Controller and assistant secretary, 
North American Cement Corporation 
Assistant treasurer, 

Socony Mobil Oil Company 
Treasurer, 

Lever Brothers Company 

Treasurer, 

Pathe Laboratories, Inc. 

(Nonmember of CIA) 

Shell Oil Company 

McKinsey & Company 


WILLARD R. CHRISTMAN 


ROBERT EMANUEL 


ALBERT N. HAWA 


RALPH D. HEUSEL 


GUSTAVE S. JULIBER 


WALTER C. LAUT 


PAUL H. LEFEVRE 


M. A. MCMANUS 


DAVID J. MELAMED 


ELMER R. MUELLER 


WILSON T. SENEY 


WILLARD F. STANLEY President, 
Cor porate Services, Inc. 

JOHN C. TIEDEMAN Controller, 
Southern Clays, Inc. 

WILLIAM J. WILCKENS Treasurer, 


The Northport Water Works Company 


e The Committee is deeply appreciative of the valuable 
information which our speakers presented. These outstand- 
ing authorities in the field of corporate finance include John 
Wallace of Hallgarten & Company and John F. Childs and 
Roland P. Soule, vice presidents of the Irving Trust Com- 
pany, all of New York. Mr. Soule has written for the Har- 
vard Business Review and his article, ““Some Recent Trends 
in the Cost of Capital,” was included in the March-April 
1953 issue of that publication. 











THE COMTROUMER ono occ cc cc ccccuss PNR ANIL APRIL 1956 





187 








Cost Controls for Research 
(Continued from page 168) 


STATISTICS AND FINANCE 

The publication of statistics as to the 
cost of the research and development de- 
partments for comparative purposes by 


industry, by size of organization, in rela- 
tion to sales, etc., is interesting but rela- 
tively meaningless. Such studies as have 
been published qualify the statistics be- 
cause of a lack of uniformity in accounting 
procedures as between companies in the 
classification of accounts for research, en- 
gineering and development costs. As im- 
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Just Pullished | 


BUDGETING, FORECASTING AND 
RETURN ON INVESTMENT 


A collection of papers presented at the 
24th Annual National Conference of Controllers Institute 
Los Angeles, California, November 6-9, 1955 


Contents 


“A Case History in Budgeting and Cost Control” — 


“A Case Study in Budgetary Control” —W. R. Penney 
“Hazards in the Cost-of-Capital Formula” —Wilson T. Seney 
“Newspaper Unit Costs in Action’ —W. J. Pennington 
“Cost Allocation” —Burnell H. Miller 


“Measurement and Control of Distribution Costs’ — 


“Direct Costing’’—Peter M. Chiuminatto 
“What Does the Bank Controller Control ?”,—Hugh H. Wallace 


“Aggregation of Gas and Oil Properties” — 


“Simplification and Classification as a Tool of Management’’— 


$1.00 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York I6, New York 


Please add city sales tax if order is for New York City delivery 








plied here, the true costs of the research 
and development organization extend be. 
yond departmental costs and therefore 
such figures are considered interesting but 
not conclusive. 

What part then does the financial de. 
partment play in the costs and controls of 
the research and development program? 
Basically it appears that its function js 
fourfold: 


1. It can advise management, to the 
best of its ability, what funds are available 
for the research and development pro- 
gram. 

2. It can apprise management and the 
research director of the dollar progress of 
each research project or program against 
its appropriation. 

3. It can serve to relieve the research 
director of many routine duties by giving 
him simple fiscal controls to follow, and 
simple, meaningful financial data or sta- 
tistical reports. In addition, it can devise 
simple procedures and forms for his or- 
ganization. 

4. It can help the research director by 
showing how his offspring (products or 
processes) are doing dollarwise in sales 
or profits. 


TEAMWORK NEEDED 

In this cross fire of responsibility for cost 
control of the research program, co-opera- 
tion and respect for each executive's com- 
petence are necessary. The elimination of 
irritations will help in reducing the finger- 
pointing and disclaimer of cost responsi- 
bility. Full communication and under- 
standing at the management level are nec- 
essary, since Many misunderstandings will 
arise unless time is taken to clarify in the 
other person’s mind the reasons for cer- 
tain actions. This is perhaps truer in deal- 
ing with scientists and engineers than with 
any other broad group of specialists. 

Except for necessarily confidential areas, 
communication should be carried to the 
levels which will permit each research 
worker to know where his assignment fits 
into the whole picture and the importance 
of it. If the scientist or engineer is not 
stimulated and enthused about the impor- 
tance of his contribution, he will take to 
writing papers, concentrating on society 
activities, or looking for another job. 

Cost control responsibility for the re- 
search program under this philosophy is 
a team affair, with the research director 
very much a key man. It seems to be an 
acknowledged fact that good research di- 
rectors, like other good executives, are hard 
to find. This problem is further aggravated 
by the limited number of scientists and en- 
gineers in this country and the youthful- 
ness of the applied research field in the 
modern economy. With these limitations, 
therefore, the selection of the man as fe- 
search director is one of the most impot- 
tant decisions management ever makes— 
it can be very expensive or very profitable. 
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Days of work 
reduced to a few hours... 


hy Baltimore Business Forms! 


Piece Work Operation Now Does 6 Jobs With 1 Form 


A leading piece work manufacturer presented this problem. “How 
to get more accurate production records by work classification and 
cut high cost of sorting 20,000 tickets a week?” 

After careful study, Baltimore Business Forms design specialists 
came up with a simple triplicate form to handle all these jobs at 
one time. Now, this company (name on request), controls inventory 
—productive and rework costs and furnishes worker’s receipt, in- 
spection ticket, pay roll slip on one simple form! It takes experi- 
enced designers to produce these money-saving results. Baltimore 
Business Forms have designed forms for thousands of leading busi- 
ness houses! And because our line is complete, you get unbiased 
recommendations, excellent business form service for any need— 
when you need it! 

Write today for unmistakable proof that we can help solve your 
business form problem. THE BALTIMORE BusINEss Forms Co., 
Dept. A, 3140 Frederick Ave., Baltimore 29, Md. 


The Baltimore Business Forms Company 





(THE BALTIMORE SALESBOOK COMPANY) 
Saving time and reducing costs in business and industry 








Electronic Data Processing 


and the Controller 


(Continued from page 160) 


the financial department and one for the 
operating department—just to maintain 
the present organization structure and 
methods. 

The exceptions which the electronic 
system points out will cover a range of 
complexities, of course. A large majori 
should be routine and can be handled by 
the controller's staff under procedures set 
up by management. Some will be unusual 
enough to warrant analysis and decision 
by the controller, for setting up new poli- 
cies and procedures. 

The electronic system certainly will not 
take over the control of the business, but 
rather will relieve the humans of the rou- 
tine of reviewing all transactions to sort 
out the exceptions. 

The ability of the electronic system to 
efficiently combine files means that elec- 
tronics can provide more efficient manage- 
ment control of a business. However, 
someone in the business must grasp the 
concept of what electronics can do for 
them, and set up the procedures for doing 
it. 

This improved control will not come 
from following the ‘‘practical’”’ approaches 
described earlier. It would appear that a 
sort of vacuum will develop (if it does 
not already exist) and that someone who 
sees the potential of these systems will 
step in to fill that vacuum. This is a logical 
role for a progressive controller but it is 
not an easy one. 

Setting up realistic plans for these new 
systems will take considerable time and ef- 
fort, so the program should not be delayed. 
Because the procedures are new, it means 
that they will have to be that much more 
carefully developed, to be sure that noth- 
ing important is overlooked. The con- 
troller will be faced with answering phil- 
osophical questions: 


How do we really want to control our 
business? 

How much is speed of control worth in 
our firm? 

He will be faced with procedural ques- 
tions: 

How can we satisfy the auditors as to 
the validity of our records, without having 
all our files printed out periodically? 

Can we and the auditors agree on new 
auditing procedures which accomplish the 
same objectives but do not require the 
present type of paper records? 


And the controller will be faced with 


administrative questions: 


What controls do we set up in the com- 
puter itself, so that some operator does not 
absent-mindedly put the wrong tape on 
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the machine and thus destroy important 
records? 

How do we prevent a not-so-sharp op- 
erator from “correcting” a program “‘er- 
yor’ in the machine, thus causing all re- 
maining records to be processed incorrectly 
_and with no written evidence of the 
change made by the operator? 


Thus, the fact that the electronic data- 
processing system may be somewhat vi- 
sionary means all the more work for the 
controller, to make sure that the system 
will work. 

Is such a program really “Cloud 9”? 

To anyone who has studied electronic 
data processing in any detail, the answer 
is emphatically no. A few companies are 
already following the steps described 
above; a western life insurance company, 
for instance, is putting its ordinary life 
insurance operation on a computer, and 
has consolidated 14 files into one file. As 
people study these systems, and see how 
logically they operate, they begin to look 
on the procedures described herein as the 
natural procedures. 

The real question is not: Is electronics 
ready for business? All the equipment and 
techniques needed for the department 
store data-processing system described in 
this article have already been proved out. 
The big question is: Is business ready for 
electronics? The big swish you heard a 
yeat Of sO ago was the equipment manu- 
facturers going by. People in business have 
to learn to use existing electronic equip- 
ment effectively, to say nothing of the im- 
proved systems under development. Yes, 
the time has arrived for the controller to 
begin to think out ahead, planning how to 
use electronics for more effective manage- 
ment control. 


The Annual Report 


More corporate managements in 1955 
advertised their annual reports, served 
luncheons at the shareholders’ annual 
meeting and prepared statistical yearbooks 
and progress reports for security analysts 
than in any previous year in the past dec- 
ade. Gains in almost all the techniques to 
maintain shareholder confidence and to 
cultivate investor acceptance were regis- 
tered in the 10th annual survey of the 
shareholder relations policies of 1000 cor- 
porations. The yearly study of financial 
public relations practices, based on ques- 
tionnaires returned by 1000 industrial cor- 
porations in the United States and Canada, 
is prepared by Financial World, the pub- 
lication which also conducts the computa- 
tion of 5000 corporate annual reports. 
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INTEGRATED STUDIES ON ELECTRONICS 


Swamped by all the material on electron- 
ics? Can't find information on Specific ap- 
plications of electronics? Want to know 
experiences of companies converting to 
electronics? 

If your answer to any of these questions 
is affirmative, this series of studies on 


ELECTRONICS 
IN BUSINESS 


will help you. 





A CASE STUDY IN PLANNING AT PORT OF NEW YORK AUTHORITY 


A thorough and step-by-step account of one corporation’s planning, 
investigation and preparation for EDP. Special sections of the study 
cover: early phases of electronics research; planning future electronics 
research; organizing and staffing for electronics research; and con- 
verting to electronic accounting. Executives will find that the prin- 
ciples outlined here can be applied to any corporation. 

Paperbound, 121 pages $4.00 

($3.00 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: A DESCRIPTIVE REFERENCE GUIDE 


Over 300 annotated entries covering material on electronic machines 
published through May 31, 1955. Also, sections describing installa- 
tions of electronic computer systems, commercial digital computer 
centers, actual business installations of electronic computer systems, 
and a listing of seminars, conferences and courses scheduled for 
1955-1956. 


Paperbound, 176 pages $2.00 
($1.50 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: SUPPLEMENT NO. 1 

More than 250 annotated entries covering material on electronic 
machines published from June 1 to December 31, 1955. Use of this 
supplement, together with the basic source book, will give executives 
complete information for finding answers to specific problems. 


Paperbound, 130 pages $3.00 
($2.00 to members of Controllers Institute of America) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE - NEW YORK 16, N. Y. 
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Employe Stock Options 


Between 125 and 150 employe stock- 
purchase plans are now in effect, com- 
pared with probably not more than a 
dozen at the end of World War II. Most 


of them have been introduced since 1950. 


The New York Stock Exchange study of 
1953 shows 12 employe stock plans were 


filed with it in 1950; 22 in 1951 and 37 
in 1952. The SEC reports that since June 
1953, 91 employe stock-purchase plans 
were reported to it through February 10, 
1956. 


Electronics in Business 


The first supplement to Controllership 
Foundation’s best seller, “Electronics in 
Business: A Descriptive Reference Guide,” 
has just been released. Containing more 
than 250 annotated entries, the supple- 
ment lists material published on elec- 
tronics from June 1, 1955 (the cut-off 
date for material in the basic source book) 
through December 31, 1955. Also in- 
cluded in the supplement are: descrip- 
tions of conferences, seminars and train- 
ing programs; electronic data-processing 
systems; and electronic computer installa- 
tions and applications. 

Use of the supplement, together with 


: CONTROLLERSHIP INFORMATION SERVICE 





the basic source book, will give the execu- 
tive complete annotated listings of ma- 
terial on electronics. Copies of the 130- 
page “Supplement No. 1—Electronics in 
Business: A Descriptive Reference Guide” 
may be ordered from Controllership 
Foundation, Inc., Two Park Avenue, New 
York 16, N. Y. at $3.00 each ($2.00 to 
members of Controllers Institute). 


A new $1.5 million electronic brain, 
the fourth major entry into the giant 
computer field, called the “Datamatic 
1,000,” will be produced by Datamatic 
Corporation, a company formed by Min- 
neapolis-Honeywell Regulator Company 
and Raytheon Manufacturing Company. 


Metallurgists of the Chicago and North 
Western Railroad employ a device called 
a quantometer to discover the presence 
and amounts of foreign substances col- 
lected in the crankcase oil of Diesel en- 
gines. They call it “The Thing.” 

It was designed by Applied Research 
Laboratories, Glendale, Calif., and has a 
spectograph which includes 22 phototubes 
which serve as its memory and record light 





A digest of information developed by 


CONTROLLERSHIP FOUNDATION 


in answer to a reader's inquiry 


ELECTRONIC PROCESSING OF PAYROLL 


PAMPHLETS . 
“Impact of Computers on Office Management,” 
Office Management Series No. 136, 1954, 
American Management Association, New York. 


“Payroll Considerations Under a UNIVAC 
System,” J. K. Searingen, in Abstracts of Papers 
delivered at Association's Ann Arbor Meeting, 
June 23-25, 1954, Association for Computing 
Machinery. 


PERIODICALS 
“Multiple Multiplication,’ Business Efficiency 
Supplement to May 28, 1955 issue, The Ac- 
countant, p. 38. 


“Electronic Brain Keeps Tab on 11,500 Rexall 
Stores,’ Benedict Kruse, American Business, 
December 1954, p. 12. 


“Panacea For Worry?’’ Chemical and Engineer- 
ing News, October 23, 1954, page 28. 


“Lyons Electronic Office,” Electrical Journal, 
February 26, 1954, page 667. 


“How Electronic Machines Handle Clerical 
Work,” Arthur A. Brown and Leslie G. Peck, 
Journal of Accountancy, January 1955, page 31. 


“How to Make Out a Payroll in a Hurry,” John 
Moryl, Management Methods, October 1954, 
page 28. 

“The Lyons Electronic Office,” John Grindrod, 
The Office, July 1954, page 59. 


“Computer Simplifies Complex Figurework,” 
Charles Renaldi, The Punched Card Annual, 
1954-55 edition, page 155. 
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from the ultraviolet area of the spectrum, 
In less than a year’s time, the machine jg 
credited with saving the railroad as much 
as $160,000 in the maintenance of Diesel 
equipment. 

* 


A two-computer combination, built for 
the Navy Bureau of Ordnance by the Ford 
Instrument Company (Division of the 
Sperry Rand Corporation), has been de. 
veloped to direct rocket-firing from ship. 
board to shore. Each computer reportedly 
acts as a unit to perform the required 
navigational and ballistics calculations in. 
volved in rocket-launching. The deck-tilt 
section of Computer Mark 91 automati- 
cally corrects for the effects of the ship's 
roll and pitch while the Mark 92 com. 
putes and transmits rocket-launcher orders 
for various tactical situations. 


An integral part of the SAGE (Semi- 
Automatic Ground Environment) defense 
is the electronic equipment used to deter- 
mine the location of aircraft, to calculate 
intercepting courses and to control the in- 
terceptors or other weapons. The com- 
puter ANFSQ-7, being produced by IBM, 
receives flight data on aircraft by radar 
and translates all the information into a 
composite picture and displays the situa- 
tion on radarscopes. Interceptors are 
guided and controlled by the computer. 


The Electric Sorting Machine Company, 
Grand Rapids, Mich., has an electronic 
eye which now sorts lemons into five color 
categories, ranging from dark green to 
bright yellow. 


Salary Hikes Predicted 

The average GE employe may be earn- 
ing $8,000 or $9,000 annually by 1966 
according to GE president Cordiner. Mr. 
Cordiner noted that the average annual 
income of GE employes has increased to 
about $5,600 in 1955 from slightly more 
than $2,000 in 1939 and believes that as 
the ratio of jobs requiring higher educa- 
tion and skills rises in relation to unskilled 
jobs the average earnings of GE em- 
ployes 10 years from now may be in the 
higher range. 


The Cost of Coffee 

The survey of the employe benefit plan 
in an industrial company disclosed the 
costliness of the morning and afternoon 
10-minute break. Twenty minutes a day 
becomes 100 minutes a week, or 5,200 
minutes a year, or 86 hours and 40 min- 
utes, or an equivalent of two weeks and 
six hours vacation with pay. In this par- 
ticular company, the informality of the 
break made it approach 15 minutes in the 
morning and afternoon or the equivalent 
of three weeks and 10 hours paid vacation. 
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News of Other Financial Groups 


GAO 


The General Accounting Office an- 
nounces that open continuing examina- 
tions are being held for professional 
career appointments available under the 
Comptroller General for accountants at 
all levels of experience. 

Salaries range from $5,440 to $6,250 
for semi-seniors; $6,394 to $8,644 for 
seniors; $8,990 to $12,690 for supervi- 
sors; and $12,900 to $14,800 for direc- 
tors. 

Supervisors have the prime responsibil- 
ity for planning and directing the audit, 
while directors have the over-all responsi- 
bility and supervision of many and varied 
assignments. 


NABAC 


The fourth session of the National As- 
sociation of Bank Auditors and Comp- 
trollers’ School for Bank Auditors and 
Comptrollers will be held from July 22 to 
August 4, 1956. The new 1956 School 
Catalog, outlining the requirements for 
admission, the schedule of the classes, de- 
scription of the curriculum, and informa- 
tion about the School’s faculty may be 
obtained by addressing NABAC’s Execu- 
tive Secretary Darrell R. Cochard at Suite 
976, 38 So. Dearborn St., Chicago 3, IIl. 


One out of every 40 banks in the 
United States will be victimized by armed 
robbery this year according to the Na- 
tional Association of Bank Auditors and 
Comptrollers. 

“Your Bank and Armed Robbery,” a 
manual dealing with the causes of bank 
tobberies and how to deter them, gives 
the control and operations officer a com- 
prehensive coverage of the reasons behind 
the 150% increase in bank robberies since 
the end of World War II. 

It tells how to alleviate the unnoticed 
invitations to prospective bank robbers 
that cause an average of more than one 
bank robbery each working day. The man- 
ual reviews those aspects which entice the 
robber and shows how he plans and ac- 
complishes his attack. 

Another section of the manual tells 
what security measures should be taken 
to discourage any would-be bandit. The 
manual also gives a thorough discussion 
of what the bank’s employes and officers 
should do during, and immediately after, 
a robbery. 

Finally, the manual describes the proper 
equipment to discourage the robber. 


NSBB 
“Operation—Profit” will be the theme 
of the sixth annual conference of the 
National Society for Business Budgeting 


to be held on May 24-25 in Cleveland, 
Ohio. 
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CONTROLLERS INSTITUTE 


SPONSORED BY THE PHOENIX CONTROL 


PROGRAM 
ELECTRONICS FOR SMALL COMPANIES—a panel discussion 


MANAGEMENT PLANNING AND CONTROL AT DRESSER INDUSTRIES 
a panel discussion 


MACHINE ACCOUNTING AS SEEN BY THE CPA 
Ralph Lewis, Arthur Young and Co. 


SOCRATES AND THE AIR AGE 
Dr. Philip Geary, Trans World Airlines 


ECONOMIC RESOURCES OF THE WEST 
member of Stanford Research Institute 
ENTERTAINMENT 
Outdoor steak dinner—bring your loud shirts! 


Special events for the ladies 


ARIZONA BILTMORE HOTEL 





PHOENIX, ARIZONA ¢ APRIL 26-28, 1956 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


NEW CONNECTIONS .. . 

J. A. Burke (#3384-1945) is now assist- 
ant to the president of Shirriff-Horsey Cor- 
poration, Ltd., Plant City, Fla... . W. 
G. Carroll (#1605-1939) has joined 
American Instrument Company, Inc., Sil- 
ver Spring, Md., as comptroller. ... 
Louis Grodsky (#5358-1951) is now in 
charge of the Westchester (N. Y.) office 
of Manpower, Inc., New York. 





MR. SLATER 


Lynn B. McVicker (#6118-1954) was 
named controller of Brock-Hall Dairy Co., 
Hamden, Conn. . . . Donald S. Perley 
(#6500-1955) is now controller of Exel- 
son Mfg. Co., a division of U. S. Indus- 
tries, Inc., Los Angeles, Calif. . . . Sid- 
ney H. Tushin (#4569-1949) has been ap- 
pointed comptroller of Moller-Osgood 
Furniture Company, Cambridge, Mass., 





MR. TUSHIN 


and affiliated corporations. . . . Donovan 
H. Tyson (#736-1936) has been appointed 
controller of Allen B. DuMont Labora- 
tories, Inc., Clifton, N. J. 


PROMOTIONS . . . 

Robert E. Slater (#4547-1949) was 
elected vice president, accounting and au- 
diting, of the John Hancock Mutual In- 
surance Company, Boston, Mass. .. . A. 





MR. HOUSE 


F. Worden (#3518-1945) has become con- 
troller of Simmons Company, New York, 
succeeding O. Gordon Pritchard (#492- 
1935) who has retired as controller and 
assistant secretary. . . . Frederick E. Burn- 
ham (#2760-1943) has advanced to the 
position of executive vice president in 
charge of finance of the Fruehauf Trailer 
Company, Detroit, Mich. 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, Two 
Park Avenue, New York 16, N. Y., before the first of the 
month to affect the following month’s issue. For instance, if 
you desire the address changed for your June issue, we 
should be notified of your new address before May 1. Be 
sure to include your postal zone as well as your old and 


new address. 
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MR. HAMILTON 


Louis L. Geller (#5028-1951) has been 
appointed treasurer and a director of his 
company, Renfield Importers, Ltd., New 
York. . . . Joe Gibson (#1898-1941) 
has become executive vice president of the 
Rath Packing Company, Waterloo, Iowa, 
.. + B. L. Graham (#2721-1943) is now 
special assistant to the president of Allen 
B. DuMont Laboratories, Inc., Clifton, 
N. J... . Jason E. Newton (#6361. 
1954) is now supervisor of management 
programs and procedure of Crompton & 
Knowles Loom Works, Worcester, Mass. 
. . . Emmett J. House (#4658-1949) has 
been elected to the newly created post of 
senior vice president of the Union Plant. 
ers National Bank & Trust Company, 
Memphis, Tenn. 


CANADIAN PROMOTION .. . 

Eric L. Hamilton (#4907-1950), treas. 
urer, Canadian Industries Limited, Mon- 
treal, Quebec, was elected a vice president 
in addition to retaining his present title, 
Mr. Hamilton is currently president of the 
Montreal Control of Controllers Institute, 





MR. PEIRCE 


ADDITIONAL DUTIES FOR... 

Fred J. Blum (#3052-1944), who in ad- 
dition to being secretary and treasurer of 
Midwest Piping & Supply Co., Inc., St. 
Louis, Mo., is now vice president as well. 
. . . Robert W. Jeffreys (#5540-1952), 
comptroller of the Boardwalk National 
Bank of Atlantic City, Atlantic City, N. J., 
who is now also vice president. . . . Al 
phonse J. Mayer (#3900-1947), who is 
now vice president-comptroller-cashier of 
the Marshall & Ilsley Bank, Milwaukee, 
Wis. 

Joseph W. Miller (#6264-1954), cash- 
ier of Fort Wayne National Bank, Fort 
Wayne, Ind., who has been’ given the ad- 
ditional title of vice president. . . . Merle 
V. Stone (#5950-1953), who has added 
the title of vice president to that of comp- 
troller of American National Bank of St. 
Paul, St. Paul, Minn. . . . Allen R. Reed 
(#2623-1943) who has been promoted to 
treasurer of Raytheon Mfg. Co., Waltham, 
Mass. He has been comptroller of the 
company for the past nine years and will 
continue in that capacity also. 

Howard A. Leif (#5663-1952) who was 
recently named vice president and control- 
ler of the Bank of America, San Francisco, 
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Calif. . . . Edward F. Lyle (#1401-1939) 
who has been appointed to the new posi- 
tion of senior vice president of City Na- 
tional Bank & Trust Company of Kansas 
City, Kansas City, Mo. He will continue 
to serve as comptroller also. 


NEW DIRECTORS .. . 

Wm. Herbert Carr (#299-1934), vice 
president-finance, California Packing Cor- 
poration, San Francisco, Calif., has been 
elected a director of the Crocker-Anglo 
National Bank. He was formerly a direc- 
tor of the Anglo California National 
Bank, which merged with the Crocker 
First National Bank early this year. Mr. 
Carr is a past national president and past 
chairman of the Board of Controllers In- 
stitute. 


HONORS TO... 

Rowland R. Hughes (#2684-1943), 
former Director of the Budget, who was 
the recipient of the Hopkins Medal of the 
St. David’s Society of the State of New 
York at the 121st annual dinner at the 
Waldorf-Astoria, New York, on March 1. 


EXTRACURRICULAR ACTIVITIES ... 

Franklin A. Gibbons, Jr. (#5751-1952), 
vice president and comptroller, The Riggs 
National Bank, Washington, D. C., is 
serving as general chairman of the 32nd 
Annual Convention of the National Asso- 
cation of Bank Auditors and Comptrol- 
lers to be held at the Shoreham and Shera- 
ton Park Hotels, Washington, D. C., Sep- 
tember 17-20, 1956. . . . Clarence W. 
Snyder (#3548-1946), controller and as- 
sistant secretary, John A. Roebling’s Sons 
Corp., Trenton, N. J., was recently in- 
stalled as president of the Greater Tren- 
ton Chamber of Commerce. ... L. W. 
Bennett (#4719-1949), treasurer of Sun- 
tay Mid-Continent Oil Co., and Dean M. 
M. Hargrove (#5439-1951), College of 
Business Administration, University of 
Tulsa, both of Tulsa, Oklahoma, are serv- 
ing on the conference committee for the 
Annual Accounting Conference to be held 
at Tulsa University, April 26-27. 

James L. Peirce (#2029-1941), vice 
president and controller, A. B. Dick Com- 
pany, Chicago, Ill., participated in the 
presentation of a series of case studies on 
“Techniques of Management Control” at 
the First Atlanta (Ga.) Meeting of the 
National Industrial Conference Board on 
March 22. . . . A special cooperative se- 
ries of lectures sponsored jointly by the 
Buffalo Control of Controllers Institute 
and the Department of Business Adminis- 
tration of Canisius College has been ar- 
tanged by Martin Gross (#6080-1953), 
divisional comptroller of the Rudolph 
Wurlitzer Co. of North Tonawanda, 
N. Y., and Robert G. Allyn, associate pro- 
fessor of business. The first lecture was 
given by Paul J. Kremer (#3984-1947) as- 
sistant treasurer, Buffalo Slag Co., Inc. 


THE CONTROLLER * APRIL, 1956 


H. W. Fraser, Jr. (#5163-1951), vice 
president and comptroller, Citizens and 
Southern National Bank, Atlanta, Ga., is 
serving as chairman of the Federal Tax 
Commission of the National Association 
of Bank Auditors and Comptrollers. Also 
members of the Commission are Richard 
B. Keck (#4772-1949), assistant comptrol- 
ler, First National Bank of Chicago; J. 
Wm. Massie (#4259-1948), vice president 
and comptroller, Republic National Bank 
of Dallas; Karl A. Simson, assistant vice 
president, the Bank of New York; Ottmar 
A. Waldow (#624-1936), vice president 
and controller, National Bank of Detroit. 

Gail A. Mills (#2411-1943), controller, 
Princeton University, Princeton, N. J., has 
accepted the chairmanship of a six-man 
committee of Educational Business Off- 
cers, to work with a Department of De- 
fense committee in a revision of the 
Armed Services Procurement Regulations, 
Section XV, Part 3, as they relate to gov- 
ernment research contracts with educa- 
tional institutions. Serving with Mr. Mills 
are George W. Green (#6192-1954), 
controller, California Institute of Tech- 
nology, Pasadena, Calif., and H. R. Patton 
(#2446-1943), controller, Carnegie Insti- 
tute of Technology, Pittsburgh, Pa. 


SPEAKERS ... 

Melvin C. Holm (#5127-1951), vice- 
president and comptroller of the Carrier 
Corporation, Syracuse, N. Y., spoke be- 
fore 300 members and guests of the New 
York chapter, NACA, on February 20, 
1956 on “A Company Approach to Or- 
ganization Change.” The July 1955 issue 
of THE CONTROLLER carried the same 
article by Mr. Holm... . John W. D. 
Wright (#2893-1944), assistant comptrol- 
ler, the International Harvester Company, 
Chicago, Ill., addressed the luncheon 
meeting of the New Orleans chapter of 
the Society for the Advancement of Man- 
agement in February. His subject was “In- 
creasing Returns on Investments.” 

Henry W. Pirkey, Jr. (#6684-1955) was 
guest speaker at the February meeting of 
the Ark-La-Tex Chapter of the Institute of 
Internal Auditors, Shreveport, La. Mr. 
Pirkey is controller, member of the Board 
of Directors, and a member of the Execu- 
tive Committee of the Southwestern Gas & 
Electric Co., Shreveport. He is the current 
president of the local chapter of NACA 
and past president of the Tax Institute. 
His subject for the evening was ‘“Time 
Out for Mental Digestion.” 

The Northern Wisconsin Chapter of 
the National Association of Cost Account- 
ants invited Theodore W. Bonnevier 
(#3831-1947), controller of Acme Steel 
Co., Chicago, to be the speaker at a dinner 
meeting and technical session recently 
held in Green Bay, Wis. Mr. Bonnevier 
spoke on ‘‘A Practical Application of Di- 
rect Costing.” He is a past president of the 
Chicago Chapter of NACA and currently 
a national director. 
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EXECUTIVE 


ACCOUNTING OPPORTUNITIES 
AVAILABLE AT ONCE 


Financial Vice President 

Age to 50—Heavy Acct. Exp. To $40,000 
Treasurer 

Mfg. Exp.—Controller’s Exp..20-25,000 
Controller 


Freaty Mig. Bape: oc 5 ccc cc's 18,000 
Controller 
Paper Industry Exp.......... 15,000 


Ass’t Controller 

Heavy in Budgets and Costs. . .12-15,000 
Financial Analyst 

Industrial Exp., Stocks & Bonds 


SAEED ey Ete aaah To 15,000 
Divisional Controller 

Metal Prod., Exp. or Auto..To 14,000 
Cost Supervisor 

Standard Cost Exp........... 10,000 


Super-Methods & Procedures 

Wonderful Oppty—Top Co.. .10-12,000 
Budget Director 

Flexible budgets and Forecasting 

eNO cao Sas & v2 ow spas eres 9-12,000 
18-Cost Accountants 

Top Co’s.—West Coast-South- 


East or Mid-West... .. -. 055... 5-9,000 
5-Methods & Proc. Accts. 

No travel, to 60% travel....... 7-9,000 
Senior-Semi or Juniors 

Your choice of locations. ......5-9,000 


EMPLOYERS 
We stand ready to prove to you why our 
service is recognized as the finest in the 
world. Call or write without obligation. In 
the strictest of confidence. 
Mr. A. C. White — or — Mr. Eric Moore 
Executive Consultants 


CADILLAC EMPLOYMENT AGENCY, INC. 
220 S. State, Chicago WA. 2-4800 











American Appraisals 
eliminate “Ghosts” in 


property accounts 


An American Appraisal original cost 
study and check of physical assets 
often reveal items of property dis- 
posed of, but not eliminated from 
property records — affecting costs, 
profits and taxes. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 


HOME OFFICE: MILWAUKEE 1, WIS. 








Tuition-Aid Programs Surveyed 


An increasing number of companies are 
offering tuition-aid plans for employes, 
but few eligible employes are taking ad- 
vantage of the benefits made available to 
them, according to a study of tuition-aid 
programs of 166 companies made by the 
National Industrial Conference Board. 

Despite generally low participation, 
most co-operating firms believe their plans 
are beneficial and many carry on promo- 
tional campaigns to induce employes to 
take courses which will either increase 


«OPPORTUNITIES *« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 





RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER OR ASSISTANT 


Substantial industrial experience; cost ac- 
counting, budgets, controls, analysis, plan- 
ning, taxes. Salary $12,000.00. Box 2213. 


BARGAIN IN ABILITY 
Financial executive desires change. Outstand- 
ing background in costs, taxes, procedures, 
budgets, production control; obtained with 
company recognized for development of key 
men. BSC degree—published articles. Ener- 
getic, effective and personable. Age 51. With 
southeastern distributor; wants to return to 
industry. Box 2214. 

ACCOUNTING AND FINANCE 
Extensive private accounting and finance experi- 
ence, including four years of controller duties 
with large manufacturer and three years as vice 
president and general manager of medium-sized 
manufacturer. Member of Controllers Institute 
since 1951. Age 45. Box 2215. 


ASSISTANT CONTROLLER 
Present controller and assistant treasurer of 
small listed company ($10 million annual 
sales) seeks controller's staff position with 
larger company. New York CPA, member Con- 
trollers Institute, NACA. Box 2194. 





MISCELLANEOUS 





ELECTRONICS 


Learn how to program business problems such 
as payroll, accounts receivable, and inventory 
control for electronic computers. Send for 
free information describing our Home Study 
Course—‘Programming for Business Com- 
puters.” Business Electronics Inc. Educational 
Department, Box 3330 Rincon Annex, San 
Francisco 19, California. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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their job knowledge or give them addi- 
tional skills and learning in fields not re- 
lated to their jobs. 

Lack of participation by eligible em- 
ployes in these programs is strongly un- 
derscored in the study. Some 55 per cent 
of the employers report less than 5 per 
cent of their eligible employes took part 
in the program during a five-year period. 

Extent of participation, NICB points 
out, is determined by a number of factors. 
One is the type of plan in effect—how re- 
stricted it is. Another is the type of busi- 
ness in which a company is engaged. 
Banking and insurance firms, for example, 
give strong support to courses supported 
by affiliated associations. It is common for 
insurance firms to offer bonuses or salary 
increases as incentives for those who satis- 
factorily complete courses. In addition, 


some companies’ plans are closely linked 
to their promotion-from-within policies 
a fact which often induces favorable par. 
ticipation. The amount of financial aid 
provided and the amount of promotion 
that the firm gives its plan are other fac. 
tors that influence participation. 

Company practices concerning kinds of 
schools recognized under tuition-aid pro- 
gtams vary widely among companies, 
Three out of four provide aid for some of 
all courses offered by colleges and univer. 
sities and about the same number surveyed 
in the study include courses sponsored by 
trade schools and associations and by pro- 
fessional organizations. In addition, cer. 
tain courses offered by the YMCA, 
YWCA, church groups and other com. 
munity organizations are recognized un- 
der some of the plans. 


Streamlined Inventory Control and Stabilized 
Production Planning (Continued from page 185) 


house and avoid cash outlay for inven- 
tory not currently being used. These fac- 
tors are increasingly apparent in the 
present situation and the only difference 
is the degree between various industries. 
Even though a specific industry at the 
moment is in a tight supply situation, 
there is no guarantee that that will con- 
tinue forever. Accordingly, it is impor- 
tant that management prepare for that 
day by maintaining balanced, strategi- 
cally located stocks of inventory availa- 
ble for quick shipment. The company 
which achieves these objectives has a 
distinct competitive advantage over 
others not so forward thinking. 

A concerted program will be required 
on the part of general, sales, financial, 
purchasing and manufacturing manage- 
ment since all will participate in achiev- 
ing the vital objective of customer good- 
will and the addition of new customers 
who are attracted by progressive inven- 
tory management and reliability of 
source along with factors of price and 
quality. Special attention should be 
given to the allocation of stock to in- 
coming orders from customers to avoid 
temporarily being out of stock because 
of filling a very large order when a par- 
tial shipment might have been made 
which would leave enough stock for the 
other customers. The decision and con- 
trol of finished stock should generally 
be assigned to the merchandising group, 
since they are most familiar with their 
customers and their requirements. Some 
organizations have set up inventory con- 
trollers within the merchandising group 
for this purpose, as well as tying in with 


general management policies on inven- 
tory levels. 

One of the major tests of a good in- 
ventory control and production plan- 
ning system is its ability to meet cus- 
tomer requirements based on good sales 
forecasting and good procurement and 
manufacturing practices. Usually a com- 
pany having a high degree of reliability 
in meeting shipping promises will also 
have high profits within the industry. 


SUMMARY 

The above points are indicated fields 
of action for management in providing 
the best possible policies and procedures 
for insuring continuous production, low 
costs, wise management of inventories 
and good relations with customers, 
vendors and employes. 

The attainment of such objectives re- 
quires continuous attention of each com- 
pany in the establishment and mainte- 
nance of specific policies and proced- 
ures, plus determining the organization 
and assigning responsibilities for the 
carrying out of policies and procedures 
to qualified individuals in the company. 

Each business and each industry will 
have its own problems and solutions. 
Successful programs adopted by the in- 
dividual companies which help to 
achieve continuous production, to stabi- 
lize inventories and to level the produc- 
tion cycle will contribute to the profita- 
bility of that business and to the stability 
of the economy and avoid social unrest. 
These implications present a challenge 
which cannot be ignored by general 
company management. 
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